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PROCEEDI NGS
(Time noted: 10:00 a.m)

CHAI RPERSON AARONSON:  Ms. Reilly?
MS. REILLY: Good norning. Welcone to the
Decenber 5, 2013 investnent neeting of the Teachers'
Retirenment Systemof the Gty of New York. | will start
by calling the roll.
Mel Aaronson?
CHAI RPERSON AARONSON:  Here.
MS. REILLY: Justin Holt?
He' Il be right back.
Charl otte Beyer?
BEYER. Here.
REILLY: Sandra March?
MARCH: Present.
REILLY: John Liu?
LIU  Here.
REILLY: Mona Ronai n?
CHAl RPERSON AARONSON:  Mona is rushing to

53 5 5 5 O

get here, but because of the fog she didn't want to
cause any acci dents.

MS. REILLY: Joseph Lew s?

(No response.)

"Il turn it over to the Chal rman.
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CHAl RPERSON AARONSON:  Thank you very nuch,
Pat .

Today is a very auspicious day for the
retirement board. |It's fortunate that M. Liu is able
to attend this neeting. He doesn't know that as this is
his first neeting, he is responsible for opening and
cl osi ng doors when peopl e cone in.

(Laughter.)

Anyhow, | know he wants to make sone
remarks. Before he does, | have to say that the service
t hat John has performed for this board and the Gty of
New York for the last four years has been just wonderful
and superlative; and | know that |'mgoing to ask that
on our board neeting agenda for Decenber 19, that we
have on our agenda a resol ution thanking John for his
wonder ful , wonderful service.

Ckay, John.

MR LIU So, | don't know what to say, Mel,
t hank you very much. | amdelighted to be back at TRS
for ny second neeting.

(Laughter.)

Al t hough the first meeting was al nost four
years ago, it feels like it was just yesterday, gone by
very quickly. And this board had | ed the way in many

ways, in ternms of reforns that we have rendered to the
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pensi on funds and asset managenent.

First and forenost, | want to thank the
board of the Teachers' Retirement Systemfor all the
t hings you' ve done over the years, and particularly our
UFT representatives, the representatives of Mayor
Bl oonberg and ny office as well.

And just on a personal note, | want to say
that it's been a fabul ous four years that | had the
privilege of serving as City Conptroller. W've saved
coming up on $5 billion through our audits and contract
reviews, and we've created thousands of jobs by
accel erating sone of our capital construction plans.

And working together with the trustees, our
I nvestnent portfolio across all five funds, and
certainly with Teachers | eading the way, we are up over
the past four fiscal years 58 percent. Since January
2010, we're up about 50 percent; our assets have j ust
crossed the $150 billion threshold.

Did | get it right, Seema?

MS. HI NGORANI:  Yes.

(Laughter.)

MR LIU Soit's been a terrific ride for
me. And | will say that |I'm beyond anything | inmagined
woul d happen in ny lifetime, growing up in New York Gty

as an inmmgrant, not expecting that | or soneone |ike nme
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woul d run for office, let alone get el ected New York
Cty Conptroller and be a candidate for Mayor of New
York. It's an awesone city, a city | owe a debt of
gratitude to and | want to keep giving back.

So though I may not be in office next year,
' mnot going anywhere. And to the extent that this
board coul d use sone form of assistance or opinion or
expertise fromnme, just give ne a holler.

| gained a lot of my expertise early on by
studying the great work of our wonderful actuary, Bob
North, who was the subject of nmany of ny actuari al
exams. And | want to thank Bob for his continued
service to our great city. He and | had a wonderful
meeting just the other day, tal king about our pension
and health care issues.

Thank you, Bob.

MR NORTH. Thank you.

MR LIU And | certainly want to take tinme
to thank ny staff and the Bureau of Asset Managenent.
These are professionals who are very much commtted to
the well-being of our pension funds, the pensioners and
beneficiaries and in turn our taxpayers.

Thanks, Seema, for hitting the ground
running as our new chief financial officer. And | want

to thank in his absence Larry Schl oss, who has been a
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terrific addition to the governnent of New York City at
| east for about four years.

(Ms. Romain entered the neeting room)

MR LIU Finally, I want to give specia
t hanks once again to our UFT representatives, Ml, Sandy
and Mona, who sat nme down before | even took office and
basically told nme what to do.

(Laughter.)

They didn't tell me what to do, they taught
me what needed to be done. And so | certainly want to
thank them Thank you so nuch for everything.

CHAI RPERSON AARONSON:  You are very, very
wel cone.

(Appl ause.)

M5. MARCH | would just like to say thank
you, John, for |eading the way. Because as a long tine
trustee rather than an old trustee, you really led the
way. Your selection of Larry Schloss as our ClIQ what
it did to our funds is quite evident.

But one of the things | just want to tel
you as an educator, Larry was truly also an educator,
because you'd be very proud of the Conptroller staff
sitting in this room Because he taught themand he |ed
themand he let themgo free, and they did an absolutely

superb job advising this board. Considering the fact
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that we gave you the right to be our investnment advisor,
let me tell you they advised us well under his
| eadership and they all took their roles.

But renenber, John, you were the | eader of
this group, and we thank you and the four years has
absol utely been great for the system and | did hope it
was good for you.

MR LIU | had a great tine.

Thank you, Sandy.

M5. ROMAIN.  Sorry |I'mlate.

(Laughter.)

MR, LIU  You were eagerly antici pated.

M5. ROVAIN. It was truly a pleasure. |
want to echo what Sandy said. The professionalism of
BAM everything they did under your |eadership was
surely appreciated. Thank you.

MR LIU  Thank you.

CHAI RPERSON AARONSON:  You have anot her
meeting, it's ny understanding?

MR LIU Mster Chairman, if | may be
excused, | want to wi sh everyone a wonderful holiday
season. | believe I'Il be seeing nost of you, if not
all of you, at various holiday functions over the next
coupl e of weeks. Have a wonderful neeting. Thank you

so much, everybody.
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MS. MARCH  Thank you.

CHAI RPERSON AARONSON:  Thank you.

(Conptroller Liu left the room)

CHAl RPERSON AARONSON: W'l I nove on to the
agenda, public pension first.

M5. HHNGORANI: We're going to start with
the quarterly review of Septenber, and | will turn it
over to Martin to begin.

MR. GANTZ: Good norning, M. Chairnman,
Trust ees.

This is a good quarterly report. \hat |
mean by good, the markets went up and the pension funds
made a | ot of noney. You will renenber, we ended the
| ast quarter in June with a lot of uncertainty in the
mar ket. "Tapering" was the word added to the | exicon
because the Fed was considering reducing the bond buying
program and it upset virtually all markets including
the Treasury markets, and June was a rough nonth at the
end of the quarter.

But as July started the markets cal med down
as the markets realized the tapering process is |likely
not to be inmnent. 1In fact, it continues to this day.
As a result, risky assets clinbed significantly, and
what that neans is, for the quarter U S. Equity nmarkets

returns are up over 6 percent. EAFE returns just for
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the quarter were up over 11 percent. And even energing
manr kets which were down negative prior to that were up
over 5 percent.

In fixed income the returns were positive
but nmuch nore nuted, roughly flat to positive in the
I nvestment grade. H gh yield did well and convertibles
did well on an absol ute basis, because they have nore
equity risk in them

Putting it all together, if you turn to page
10, look at the top of the page, on the left, | want to
poi nt out the number $52 billion in assets as of the end
of Septenber. And on the bottomleft you wll see that
the quarter, the last three nonths as well as the fiscal
year date, which will be the same nunmber throughout the
report because first quarter, had a very strong first
quarter, returning 4.86 percent.

And not only was it a strong quarter on an
absol ute basis, but it was a strong quarter on a
relative basis, as | will describe in a nonent.

And the one year nunber rolling for the
period endi ng Septenber was over 12 percent, also strong
on a relative basis.

The three year nunber was over 10 percent.
That was behind the policy benchmark, and we'll go

through that ina little bit, but the five and ten year
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the quarterly report -- to go back to page 10, on the
left you wll see that the returns for the quarter were
very strong on an absolute basis, returning nearly 5
percent; but not just on an absolute basis, was ahead of
t he benchmark as well. And for the one year return,
over 12 percent was also well ahead of the benchnark,
and | will go through why in just a nonent.

The next two pages show the asset allocation
m x, and where we're overwei ght and underwei ght, we
showed this to you last nonth. W'I|l have an update for
Cctober in a nonent.

On page 12 you'll see that on the left in
green we were overweight U 'S Equity, and in the mddle
in blue and Iight green we were underwei ght Core fixed
I ncome and TI PS.

So the next three pages are our attribution,
and we have the allocation effect and the managenent
effect. And in the quarter ending Septenber, both added
val ue.

And what | nentioned before, you see the

NYC TEACHERS'S RETIREMENT SYSTEM 10
nunbers were over 8 percent and 7 1/2 percent
respectively.

Next two pages, pages 11 and 12, you saw
| ast nmonth, we'll have an update for Cctober. But if
you turn to page 12 you'll see the overweights -- I'min

EESQUIRE
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al location effect of positive 32 basis points on page
13, the overweight to U.S. Equity which did very well,

t he underwei ght to Coret+5 which on a relative basis did
not too well, the underweight to TIPS which on a
relative basis did not do well, all helped, and that's
why the allocation effect was positive.

As a detractor, any cash we had, obviously,
ended in the quarter -- but the good news was we had
m ni mal anmounts of cash.

| n addi tion, the nanagenent effect was
positive because U S. Equities did very well, and Seema
w1l go through that in a nonment.

A simlar story on page 14, which is the one
year nunber, which has a very strong return of over 12
percent. And the allocation effect was strong for a
simlar reason, U S. Equity overwei ght hel ped because it
did very well; Core+5 underwei ght and TIPS underwei ght
didn't do very well and were underwei ght.

The managenent effect was negative nostly
because of private equity. And for the three year
nunber, the allocation effect was net of zero, the
overwei ght U S. Equity offset the cash, the effect of
havi ng cash bal ances during that tinme. And the negative
managenent effect was as a result of negative returns in

private equity.
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The breakdown of these effects are on pages
16 and 17.

My last point, unless you have questions
before |I turn it over to Seema, is to turn to page 19,
whi ch shows how this fund did versus other large public
funds. On the left is the quarter.

Teachers is the blue dot. A return of 46
pl aced you just below the nedian in the 52nd percentile,
and the one year return of 134 placed you in the 65th
percentile, but then your 1061 was in the 35th
percentile, as was the four year nunber, and the five
year nunber is in the top quartile.

So these nunbers and strong nunbers we have
seen contributed and definitely added value to the fund
and contributed to where we are today.

Unl ess there are questions, | will turn it
over to Seema for equities.

MS. HI NGORANI :  Thanks, Martin.

|f you turn to page 22. This is Teachers
U S. Equity allocation, so about 42 percent of the total
fund. As you can see in the pie chart, nost of the
nmoney i s managed passively; so over 95 percent of the
U S. Equity noney is nmanaged passively.

But the good thing in addition is that the

al location within the passive has helped us. |[|f you
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| ook at the colum index return, the actual return, the
di fference col um.

So, as Martin nentioned earlier, the Russel
3000 up over 6 percent in the quarter, which is a very
strong nunber. If you scroll down a little bit you see
the Russell 2000 fund up over 10 percent in the quarter.

|f you go down a little bit nore, in the md
cap S&P 400 index, up close to 8 percent in the quarter.

You m ght renmenber we have been overwei ght
smal | cap, we have been overweight md cap and
underwei ght large cap. So that really hel ped us there,
which is great. And on top of that our active nanagers
did well. So it's a nice conbination that helped us in
the quarter and also in the trailing twelve nonth
nunbers.

|f you then turn to page 30, this goes to
the international allocation. And if you |ook at the
pie chart to the left, pretty much the opposite to what
we have done in the U S., where Teachers all ocated nost
of the noney to active; so about 75 percent active, 25
percent passive.

And again, if we |ook at those few col ums,
| ook in the index return colum -- and Martin nentioned
this earlier -- scroll down to the passive EAFE, up

close to 12 percent. Passive EM-- that's a msprint --
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t hat nunber should be closer to 6 percent, so in line
with the U S.

| want to point you to nunber on this page
that's quite interesting. |If you look at the EAFE snal
cap in the mddle of the row, up close to 15 percent in
the quarter. You mght remenber that one of the things
we wanted to do when we inplenmented with the board, when
we di d our new EAFE search we thought it was inportant
and val uable to have an allocation to small cap EAFE
whi ch we did not have before.

And so now the Teachers board and system has
this allocation to small cap, and so far so good, it's
hel pi ng us.

|f you turn to the next page, 31, we'll talk
about the EAFE markets nore specifically. So, it's
about 9 percent of the total funds. In the trailing
three nonths of the quarter, if you |look at the purple
bar versus the yellow bar, Teachers outperforns by about
50 basi s points.

More inportantly, if |ook at the active
EAFE, which is the blue bar, relative to the yellow bar,
even doing a little better. So your active nanagers are
doing well for the quarter. And if you look at the
trailing 12 nonth period, they' re also doing well for us

for that period, outperform ng by 100 basis points,
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roughly. So, so far so good.

|f you then turn to page 36, this is
energing markets. One thing I will point out, this wll
be the last tinme you see the customindex only versus
t he passive EM because the board approved to have the
passive EM up agai nst what Bl ackRock is managi ng, the
custom Bl ackRock i ndex, not the FTSlI index. So that
wll be cleared up as of COctober. |In fact, you'll see
that in the nonthly nunbers.

I n any case, if you | ook here, about 8
percent of the total fund, the total EM which is the
bl ue bar up against the yellow, a little behind but
basically in line. But if you ook at the purple bar
which is your active EM managers versus the yel |l ow bar,
doing slightly better. Over the twelve nonth period
It's slightly behind, but you m ght remenber also we did
a brand new search in energing markets, so we have new
managers, so that should start to inmpact those |onger
t erm nunbers.

If there aren't any other questions for ne,
"Il turn it back to Martin.

MR. GANTZ: Please turn to page 39, which
shows the overall fixed incone allocation. And the
| i ght bl ue shading shows that nore than half of the

portfoliois in the Core investnent grade fixed incone
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program which is further broken down on page 40 into
its three sub conponents. | want to draw your attention
to the over/underwei ght colum, which we've had for the
past few quarters, and you will see we've been
under wei ght Treasuries and overwei ght spread sector.

It shows here we're underwei ght investnent
grade credit. Two comments on that. Nunber 1, we were
overwei ght before, but the underweight is becom ng an
| ssue because this is a market wei ghted benchmark and
It's nore corporate issuance. But we also did sone
rebal anci ng, which Seema will talk about later, and we
did put sonme noney into this sector, so we're now
overweight in this sector, as well.

So we are intentionally overweight the
spread sectors and underwei ght Treasuries. And when you
| ook at the colum next to them the index return versus
actual return, you'll see that was a good nove in the
quarter because Treasuries were down because interest
rates were up and spread sectors were positive. So that
added val ue.

| n addition, the managers thensel ves added
value, and that's in the difference colum. O the
fifteen managers, eleven beat the benchmark. And of the
four that underperforned, all of themwere only a few

basis points away. And even over one and three year
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periods, for instance the three year period, of the
fourteen managers, the two managers that were not ahead
of the benchmark were behind by |ess than 10 basis
points. So the program has done very well, as you w ||
see on the next page, which show returns.

| can't conpete with Seema's 15 and 20
percent returns, so we adjusted the scale to nake that
| ook - -

(Laughter.)

And for the quarter the returns are 82 basis
points, and that was ahead of the benchmark of 63. For
t he one year nunber the returns were negative, and
that's because of rising rates. And while we don't want
to see negative returns, they were ahead of the
benchmark by 90 basis points, and that's really when you
want to be ahead of the benchmark, because that does
mute the negative returns.

And it hel ped the longer termresults as
wel I, which were all ahead of the benchmark and in the 5
to nearly 7 percent range.

TIPS returns are on page 42. And the
quarter results, these are very simlar to what Treasury
nunbers would |l ook like. So the quarter was slightly
positive and ahead of the benchnark; but the one year

nunber was negative and a bigger negative than the
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Core+5 because it has a |l onger duration, therefore
hi gher interest rate sensitivity -- when interest rates
go up prices go down -- and ahead of the benchmark.

For the three year nunber pretty nmuch on top
of the benchmark of 4 percent and |onger termabout 5 to
5 and a half percent, slightly ahead of the benchmark.

Hi gh yield nunbers did well and lived up to
its nane for the quarter, with 2 and a quarter ahead of
t he benchmark. This was, as | nmentioned in my opening
comments, investors again |ooking for risky assets
because they felt the Fed was on hold and it was safe to
buy. And spreads conpressed and returns increased.

So for the year the return was 674, which
was approximately the coupon, but that was ahead of the
benchmark by nearly 100 basis points. The three year
nunber of alnost 8 and a half percent is higher on an
absol ute basis, 25 basis points behind the benchnark.

As you renenber, we did high yield on hold, the

under perform ng managers out, and that's why the nore
recent nunbers we feel are better. The long term
nunbers are good on both an absolute and rel ative basis.

Convertible bonds on page 44. And here we
have three managers. So you wll see the returns were
hi gh on an absolute basis in blue for the quarter of 41,

but you will see there significantly below the yell ow
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benchmark, which is the overall convertible benchmark.

You will see we have this, I'mtold nmaroon
col or benchmark, and that benchmark is our customindex,
which is the weighted average of each of the individua
managers' returns versus the benchmark.

In the quarter, of our four managers, three
beat the benchmark. So that's why we were actually
ahead agai nst the weighted average of their benchmarks.
The yel l ow benchmark is the overall universe of
convertible bonds that none of our nanagers managed to.
So in short periods of tine, certainly the bull market
W || underperform and | wll give you an exanpl e why.

There are -- we've been talking to the index
provi ders about it, and they have not changed the way
they construct their benchmarks. Convertible bonds
benchmarks are very sensitive to equities. |If equity
markets go up, a nane in the index is 2 percent, can in
a fewnonths rise to 10 percent, because the underlying
stock goes up. The benchmark provider does not cut back
that percentage, it goes to 10 percent.

There are very few managers that woul d
prudently own a 10 percent position in a portfolio, they
woul d naturally cut back at 3, 4 or 5 percent. Most of
our managers have a 5 or 6 percent rule that they cap

out .
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So when you do have a bull narket as we had
In equities, and therefore convertible bonds, versus the
overal | index, the managers generally will underperform
But as you see the longer termnunbers, it starts
eveni ng out when you take into account the 2008
downt ur n.

The reason we underperforned for the five
year nunber, you will renmenber we term nated the manager
earlier this year that underperforned, and those nunbers
are included in those | onger term nunbers.

Opportunistic fixed incone has been the star
of fixed income for a while and was this year as well.
On the left of the quarter was 178 versus a 10 percent
annual return, slightly behind and versus the gl obal
hi gh yield benchmark plus 3 percent behind the
benchmark; but for the year was up 1379, well ahead of
either of the benchmarks, and for the three year nunber
just about 10 percent, and five years over 12.

As you know, we're at an inflection point
where many new accounts are comng online, and they've
been doing very well.

And unl ess there are any questions, | wll
turn it over to David Mrris for ETI.

MR, MORRI'S: Good norning.

Turning to page 13 of the board book on the
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returns page that -- you will see for the third quarter
the ETI programessentially kept pace with its overall
benchmark, and PPR continued to do very well, beating
Its benchmark.

Turning to page 7 and 8, PPAR --

MR MTIGJE: David, is this the regular
book?

MR. MORRIS: Teachers purchased $5.1 million
in loans to create or preserve 279 units of affordable
housing. And in the third quarter Teachers made
conmi tments of approximately $8 million, and that will
cover 276 units of affordable housing. The narket val ue
of the Teachers portfolio is $119.7 mllion.

We had an interesting investnent that we
made in the third quarter that will participate in the
devel opment of an anbul atory care center at a | ocal
Manhattan hospital, that will create overall 5,200 jobs,
100 percent of which will be union jobs.

MS. HI NGORANI:  Any questions?

Thank you.

MS. CALDAS: Starting on page 26 of the
bookl ets. This is the second quarter review for private
equity. You will see that table in the mddle of the
page right there, I will start fromthere.

Again, to further review as of the second
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quarter, you have 136 active partnerships and that's

across 91 rel ationshi ps altogether.

Total fund conmmitment was $2.1 billion;
total capital contributed was 3 and a half billion;
di stributed back to you was $2.1 billion; and your
mar ket value at this point is $2.3 billion.

Your total value nultiple stayed the sane as
the previous quarter, 1.3 tines. And then your since
I nception IRR wen up slightly at 8.73 percent.

If you turn to page 29, just for a quick
second, you'll see how you did agai nst the benchnarks.
We'll flip back in a second --

You'll see at the very bottomthe since
I nception is the nost neaningful to follow, the dark bar
I's you, Teachers, 8.73 for the private equity portfolio
of Teachers, just underperformng slightly against the
venture econom ¢ pool, which cane at 11.24 percent.

And then the Russell 3000 plus -- basis
points, which is the other [ower bottom bar there at
11.29 percent. Part of the function of that against the
public markets was a rally of public markets that
started in 2012 and continued to the earlier part of
2013.

| f you quickly go back to page 27, you'l

see the ten new commtnments we nade in the second
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quarter of 2013. And ten of them one of themagain is
Landmark Private Equity partners that we cane in at $113
mllion, and then another sidecar to that very fund of a
co-investnent of $37 mllion.

So it was really nore |ike four
relationships to the Core program and then five
relati onships to the energing manager. That's outlined
for you. The total is $69 mllion. Very excited about
t hat .

|f you turn to page 32 after that, you wll
see which strategies are performng for you. The top
four performng strategies for you in the second
quarter, the first one was special situations and
turnaround, great opportunity for distressed in these
days of fluctuation.

So these came in at 17.8 IRR, and funds
really | eading the charge here for you all were existing
rel ationships like Aries, and then a new rel ationship
that you all went into over the past year was Pl atinum
whi ch is doing phenonenally well for a 2012 vintage,
already returning nore than half of their fund back to
their investors. So, great, great fund.

Fol l ow ng that strategy was growth equity
that cane in at a 14.6 percent IRR A great nane there

that is really performng well for you is Vista, which
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Is an existing relationship for you and al so we went
into it again with the re-up, and you had nore exposure
to the enmerging managers program So a great exposure
there and nore exposure to cone.

The third strategy that's working well is
secondary, which cane in at 14.3 percent |RR and great
nanes again there for you, Landmark Lexington, Axa; Axa
was a new relationship for you. You should know that
t hey have since spun out of their Axa corporate hol ding
and are now an independent fund called Arden. And
Lexi ngton and Arden will be com ng back on the market in
January, so maybe you'll see them again, they've been
great perforners for you, great secondary right there.

After that you have the fourth performng,
great performng strategy for you, is the corporate
finance buyout, which is your |argest exposure. It cane
inat 9.8 percent IRR And of those strategies under
corporate finance, the best performng for you was the
| arge buyout, which cane in at 16.2 percent.

And the great nanmes behind that are both
exi sting and new rel ati onshi ps, Apollo, you' ve got
Carlyle that's done very, very well for you. And a new
relationship is CVC, you'll see nore growth happening
there as they continue to nmature.

Then on page 33 is where |I'l| |eave you,
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which is one of the nore inportant sights. It shows all
the cash comng in, the cash going out over the previous
quarters. And Ham lton Lane was nice enough to stick in
the next quarter for you as well, so you'll see a nice
trend happeni ng.

So the bar charts there, the chart on the
top, the darker one with cash going out is your
contributions, and the ones at the bottomare
di stributions, cash com ng back. And for the second
quarter you had a total of 79.6 that's been distributed
back.

And you will see they gave a little sneak
preview of the third quarter, which started to progress
hi gher, $130 million after that. You will see in the
fourth quarter after that, a nice distribution com ng
back, as nore funds are com ng back to the market and
getting nmore liquidity, you'll see a nice distribution
bar chart comng out with the next quarterly report.

So that suns up the private equity quarterly
report, unless there are any questions.

CHAl RPERSON AARONSON:  Thank you very nuch.

MS. NELSON: Good morning. |'ll continue on
to real estate. W'Il remain in the board book, and
real estate starts in the next section. It starts on

page 47, but as you can see, the top corners of each
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page is obscured. So fromthis point forward, if you
don't mnd, I'Il refer to the page nunbers on the
bottom So this page 47 has a page 1 on the bottom and
that's what we're going to work from

To give you a lay of the land of what is
going on with real estate, we're going to be talking
about the second quarter, I'Il try to fast forward to
| et you know what's happening right now. There is a
renewed sense of confidence and interest in real estate
gl obal ly.

And the recovery, of course, started right
here in the U S. You know that we've tal ked about
probably since 2009, it seened Ilike it got started and
then it stopped, it seened like it got started again.

| think we're probably at a point where
there is sonme definite nmonentum and | would point to an
Increase in transactions in global real estate. Just
for the second quarter of 2013 there were $120 billion
worth of commercial real estate that changed hands.

That was a 10 percent increase over the year before.

And for the whole year it's estimated that
perhaps the real estate transactions mght even cross
the $500 billion mark. We will see. But TRS certainly
al so has managers both in Core plus and opportunistic

and core strategies hard at work. And this type of
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envi ronment, depending on the life cycle investnent,
they're either buying new opportunities or selling into
this very strong nmarket that we have.

If you look on the left side of page 1, they
tal k about your portfolio in particular. There's a 6
percent allocation to real assets, as you know, and
there's a plus or mnus 2 percent rebal ancing range
wthin that. At second quarter TRS was about $50
billion. The real asset allocation based on that is
about $3 billion.

The real estate portion of the real asset
portfolio, the market value is $1.1 billion. That
reflects a funding rate of 2.2 percent. W have about
$530 million that we had commtted, but the managers
have not drawn down yet.

So overall our exposure to the real estate
programis $1.6 billion. That's conprised of 38
i nvestnents and 30 nanagers.

For the second quarter in particular, the
portfolio delivered a return of 3.2 percent. On a one
year basis it was 11 percent. This is all net of fees.
And on a three year basis it was 17.2 percent. The
return since inception for the Teachers programon a net
basis is 8.6 percent. Qur since inception IRRis 7 and

a half percent, with an equity nmultiple of 1.2.
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Now, down on the bottomon the right there
Is a graph. And unfortunately, there are two bars. W
w il work better on the shading. Let ne tell you what
It says. What it says is, in terms of your benchmark,
and your benchmark is Odyssey plus 100. And we applied
that 100 basis points premumin recognition of the fact
that we have both Core strategi es and Non-Core
strategies at play.

So, in terns of how the portfolio has
perforned over an extended period of time, the since
I nception of 8.6 that | tal ked about before is 150 basis
poi nts above that benchmark. W're a little under for
the quarter and for the year. But again, the benchmark
I's based on the full nmarket cycle of about ten years.
So at every interval we'd like to hit it, but sonetines
we mght slip alittle under.

In ternms of our investment activity for the
quarter, we nade a commtnent of $70 mllion to an
I ndustrial fund, KTR. W al so since second quarter
cl osed that deal. W've also closed on DI SCO west. So
t hrough the fiscal year we closed on about $103 million
of real estate deals.

|f you turn over to the next page, it kind
of gives you a little nore insight into portfolio

construction. So we tal ked about the fact that the
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exposure to real estate, which is conprised of the
mar ket val ue of what we have in the ground plus the
out standi ng conmmitnents, about $1.6 billion.

|f you |l ook at how that is conprised in
terms of your Core, Core plus strategies, that's 39
percent, a little under our policy weight of 40, but
still works; and 61 percent in Non-Core strategies. In
t he Non-Core strategies that would include your energing
manager investnments.

Moving on to the next page, page 3, it gets
alittle nore granular. |If you're interested in what
parts of the portfolio are driving the perfornmance, is
it Core, Core plus managers or Non-Core nmanagers? This
page gives you that infornation.

So the first half of the page di scusses the
fact that we have about 13 Core plus investnments, and
they delivered a 3.2 percent net. And your Non-Core
managers, of which we have 21, that conponent of the
portfolio delivered a return of 3.3 percent net.

And there is a graph on the bottom

On the follow ng page there is a different
take. This is a great visual on page 4 that tells you
who is driving your performance for the quarter. | know
that real estate is a long terminvestnent and quarterly

stuff may not nean as significant. But for those that
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want to see the sanme chart for the one year and three
year, they are available on page 10. But since this is
a quarterly report, just want to show you whi ch

I nvest ments have been driving the return for the
quarter. And you see it is Blackstone Europe 3,

Bl ackstone 6, and Carlyle 6.

And this page also will give you sone
hi ghlights of what those particul ar nanagers are doing
In those funds that are driving your performance for the
quarter.

One of the ways, in the next page, that we
help to retry to mtigate risk in the portfoliois to
nmonitor the diversification by property type and by
geography. And we continue to work on that.

The follow ng pages is just some detail on
sone nore market information. Al so on page 8 is a
report card, if you will, if you were interested in
seeing how the portfolio is performng vis-a-vis the IPS
and those conpliance netrics that we all have approved
in the past.

|f there are any other questions or conments
on real estate? W will talk alittle nore about real
estate later on in the agenda.

MS. HI NGORANI :  Thanks, Yvonne.

That conpletes our quarterly report.
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|f there aren't any questions on that, |
wll turn it back to Thad.

MR MTIGJE: |If there are no questions on
the quarterly report, do we want to do the Cctober
mont hly and conti nue wi th KPP?

CHAI RPERSON AARONSON:  Fi ni sh the public

sessi on.

MR MTIGUE W'Ill make Cctober brief.

MS. HI NGORANI: Yes. Moire good nunbers to
tal k about.

So, everyone's got their nonthly perfornmance
review book. |If you turn to page 34 in your book.
These are the Cctober nunbers. | will go through
Novenber as well. But just a quick update on what's

been going on in Novenber.

The stock market continued to do well in
Novenber, you've got the U S. markets positive, you've
got the devel oped markets positive, you ve got EM
enmerging markets slightly down. Basically what you've
seen is a bunpy ride in Novenber, as everything' s been
pl ayi ng out, the Europe Central Bank surprising by
cutting interest rates by 25 basis points. And on the
other end the Fed in the U S. saying we nmay taper now,
not may not taper now, when are we going to stop the

bond buyi ng progranf
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Everybody is speculating. Payroll nunbers
come out strong, so everyone thinks the Fed's going to
start and stop. And so a bunpy ride, but it was
positive for us. | would expect Decenber to be
simlarly bunpy, but | hope for another positive nonth.

You can see in Cctober, page 34, going down
t hrough some of the nunbers here, the Russell 3000, U S
stock market up over 4 percent. The EAFE markets up
over 3 percent. Emerging markets in that nonth of
Cctober up close to 5 percent.

You down a little bit nmore to Core+5, up
over a percent. The high yield index up over 2 percent,
close to 2 and a half percent. TIPS up about 55 basis
points. And then the REITs index up over 4 percent, so
very strong nonth in Cctober.

Novenber, | can give you those nunbers,
mat ching up to what we just went through. The Russell
3000 up in Novenber, 2.9 percent, close to 3 percent in
the nonth. EAFE up about 81 basis points. Enmerging
mar kets down about 1 and a half percent. Core+5 down
about 65 basis points, the high yield index up 32 basis
points, TIPS down 1.2 percent, and then REI Ts down nore,
given what's going on wth interest rates -- down 5.4
per cent.

Again, if you add up what happened in
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Novenber, we're actually looking up a little bit for the
month. So that's very good.

|f you then turn to page 30, it goes through
the asset allocation and howit's set up. Martin
mentioned this a little bit earlier. |If you |look at the
green bar to the left, which is your US. Equities, and
then the blue bar to the right, which is your Core+5,
what we've done in Novenber is taken advantage of the
strong U. S. stock market.

And we sold some of our U S. Equities and we
added to Core+5 in the investnment grade category. So
now we're actually back within the ranges, and you wll
see that going forward. That's what we did in Novenber,
and the cash amount is roughly where it is now, actually
a less than $300 mllion. So that's good.

|f you then go to page 35, this the
contributions to return. So for the nonth of Cctober
t he Teachers portfolio is up close to 3 percent in the
month. And then fiscal year to date through Cctober is
up close to 8 percent already. It's a great result.

| f you add in Novenber, which we just talked
about, which is roughly another 1 percent, the Teachers
fund is up nearly 9 percent fiscal year to date. So
very strong.

|f you then turn to page 27, this is
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Teachers --

CHAI RPERSON AARONSON:  Did you say we're up
9 percent in only five nonths?

MS. HI NGORANI :  Yes.

(Laughter.)

MR NORTH  That's good.

MS. HI CKEY: Page 27 is the 12 nonth
Teachers performance in market value. So over the 12
mont h period, the pension fund is up $8 billion. And so
at the end of Cctober you can see here the fund here, $3
billion call it, |I can tell you as of Decenber 2 of this
year, the Teachers fund is at $53.5 billion. So we keep
movi ng forward and up, a good t hing.

The next page, 28, shows the ten year
nunbers. And so now the ten year return for Teachers as
of October 31 is 7 and a half percent. So that's good.

And again, as of Decenber 2, the Teachers
fund is up to $53.5 billion. So very good so far,
fiscal year to date, and hope it conti nues.

|f there aren't any questions, |'Il turn it
back to Thad.

MR MTIGUE: If there are no further
guestions the Conptroller's Ofice has conpleted its
busi ness for the QPP and public agenda.

CHAI RPERSON AARONSON: | see no questions.
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Go to the variable public. Thank you.

MS. PELLISH: Good norning. W have three
items on the public agenda, third quarter Passport
Cctober nonthly report and our estinmate for Novenber.
We have distributed in advance and you have hard copies
of the third quarter report. |'mnot sure there is any
real need to go through it, because we've already
present ed Septenber's performance.

| call your attention to the fact that this
report contains nuch nore detail about the hol di ngs of
t he various Passport funds, nore detail about the fornal
performance. |'m happy to address conments or
guestions. But since this performance data has al ready
been reviewed at a prior neeting, |'mnot sure it nmakes
sense to take additional tine.

Hearing no questions or comments, let's turn
to the Cctober nonthly report. And on page 1 the tota
assets for the diversified equity fund are up over $11
billion as of the end of Cctober. That's up about $300
mllion fromlast nonth,

The returns, as you know, continue to be
robust in Cctober. So if you turn to page 2, you can
see that the index fund was up over 4 percent for the
month al one. The and index fund conponent of the

portfolio for the year to date is up 26 and a half
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percent .

So, we will see additional good nunbers in
Novenber and by Decenber starting out.

As you woul d expect in this kind of market
where the public equity markets are rolling ahead, the
defensive strategy tends to be lower risk, and to |et
out in a sharply rising market. It has |ower returns
than the broad U S. Equity market.

The active nmanager conposite for the nonth

didn't quite keep up, but it's worth noting on the year
to date basis the index is up 26 and a half percent.
The active manager, the active equity nmanager conposite
I's up over 27 percent. That's not necessarily sonething
you woul d expect if the index is rolling ahead in market
cap i ndex, doing so well.

At any rate, if we go down to the
i nternational portfolio, the defensive conposite, the
i nternational portfolio underperforned for the nmonth but
it's still a strong performance for the nmonth, on an
absol ute basis a 3 percent return.

It's worth noting, although the
I nternational conponent of the portfolio has been a drag
on returns for sone tinme now, for the quarter it
actual |y added significant value. The international

conposite was up al nost 9 percent conpared to the
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Russel | 3000 up 5 percent. So perhaps you'll see it
reverse in that.

For the nonth of Cctober in aggregate the
portfolio was up 3.8 percent, again, slightly behind the
Russel | 3000 due to the defensive and international
conponent s.

Unl ess there are any questions, | wll ask
you to turn to the other Passport funds.

Socially responsive is continuing to do
wel | .

The bond fund, Variable B, is as you woul d
expect, treading water. The benchmark and the fund are
up about 30 basis points for the month. And for the
year to date in significant contrast to the diversified
equity fund, this is up 42 basic points, ahead of of the
benchmark but a difficult time for this kind of strategy
wth lowyield and risings rates.

The international equity fund, Variable C
I's on page 2. That fund was up 2.85 percent for the
mont h, sonmewhat behind the EAFE index against which it's
nmeasured. It |ags because of one manager, Walter Scott,
because it's a fairly concentrated manager, but over the
long termit's done well. W're not concerned about
that. That's the relative returns for Variable C

And as we were nentioning, |look at the
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inflation protection fund, Variable D. So the PI MO
asset fund is up slightly over 2 percent for the nonth.
This was several hundred basis points ahead of the TIPS
benchmark, but as we highlight in the quarterly report,
this all asset fund, although it does have a healthy
allocation to bonds and to TIPS, also holds 20 percent
In equity strategy. So it's a nuch nore diversified
strategy than the TIPS benchmark mght inply. [It's
really designed to have a diversified basket of

i nflation hedging strategies.

And so, for the year to date, this
portfolio, because it does have a significant allocation
to bonds, up 1.6 percent but well ahead of the TIPS
benchmar k, which [ ost significant ground for the ten
nmont h peri od.

Finally, the socially responsive fund, which
I s Neuberger Berman, was up over 4 percent for the
month, slightly behind the benchmark S&P 500 i ndex. For
the year to date this fund was up over 31 percent, about
600 basi s points ahead of the S&P 500.

You may recall that l|ast year this fund
| agged, so it's nmaking up ground. But over the two year
period it's now ahead of the benchmark. So a very
strong returns for this portfolio over the past year.

|f there are any questions |'m happy to
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address them If not, |'ve concluded ny remarks.

On the nonth to date, we al so have expected
performance in Novenber. Everyone should have that
page. As nentioned, another strong nonth for the U S
Equity market, also the non-U S. Equity market. So
based on these benchmark returns, we woul d expect that
the diversified equity funds to be up 2.4 percent for
the nonth. And for the cal endar year, for the 11 nonths
of the calendar year to date, up 27 percent.

The bond fund, again, very anem c returns
given what's going on in the bond narket. The PI MO all
asset fund was negative for the nmonth, and for the
cal endar year to date slightly positive. And the
socially responsive equity fund | agged the S&P 500 but
still was ahead of the benchmark for the year to date
period. So another good return for equity markets of
Novenber .

That concludes our comrents on the public
agenda for the Passport funds.

CHAI RPERSON AARONSON:  Thank you.

Any questions?

Thank you very mnuch.

Now we nove to executive agenda.

M5. MARCH | nove that, pursuant to Public

O ficer Law Section 105, that we go into executive
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session to discuss the proposed acquisition, sale or
exchange of securities held by the Teachers' Retirenent
System
CHAlI RPERSON AARONSON:  |'s there a second?
MS. ROMAIN.  Second.
CHAI RPERSON AARONSON:  Any di scussi on?
Seeing none, all those in favor of going
I nto executive session?
(A chorus of "Ayes.")
Any opposed?

We are now i n executive session.
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| think we got as far as a second on the
nmotion --

(Laughter.)

W're ready for a vote.

Al those in favor of |eaving executive
sessi on say "Aye."

(A chorus of "Ayes.")

They ayes have it.

W' re now out of executive session.

M5. BEYER |1'd like to recomend a
docunentary, "Money for Nothing," | saw a screening at
t he Museum of Anmerican Finance. |It's right up your
alley. |It's a history of the Federal Reserve. It talks
about bubbl es over a 100 year history. |It's quite
I nteresting and educational. | think everybody m ght
find -- it came out in Septenber, a docunentary.

CHAI RPERSON AARONSON:  Thank you.

W' re now out of executive session.

Susan, give us a rundown of what was done.

MS. STANG In executive session of the
pensi on fund a nmanager update was presented.

A presentation on a real estate investnent
was reviewed and di scussed. A consensus was reached,
which will be announced at the appropriate tine.

I n executive session of the variable fund
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t hree nmanager updates were presented.

CHAI RPERSON AARONSON:  Thank you.

Does anybody have any ot her business they
woul d like to bring before the board?

| would like to say this is the [ast neeting
of the investnment commttee before the holidays. A
the menbers of the commttee, and all the staff that
does such a great job of protecting the financial future
of teachers in New York Cty, | want to thank you al
and wi sh everybody -- it's not politically correct --
but | wish everybody Merry Christmas and a Happy New
Year, Happy Chanukah, Happy Kwanzaa; and | think I
covered t he bases.

(Laughter.)

MR. GANTZ: Chanukah gelt is in here.

(I'ndicating folder.)

CHAl RPERSON AARONSON:  Motion to adjourn?

M5. MARCH: Moti on.

MS. BEYER  Second.

CHAI RPERSON AARONSON:  Di scussi on?

Al'l those in favor?

(A chorus of "Ayes.")

W' re adj our ned.

(Time noted: 11:30 a.m)
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 1               P R O C E E D I N G S

 2                        (Time noted:  10:00 a.m.)

 3

 4               CHAIRPERSON AARONSON:  Ms. Reilly?

 5               MS. REILLY:  Good morning.  Welcome to the

 6   December 5, 2013 investment meeting of the Teachers'

 7   Retirement System of the City of New York.  I will start

 8   by calling the roll.

 9               Mel Aaronson?

10               CHAIRPERSON AARONSON:  Here.

11               MS. REILLY:  Justin Holt?

12               He'll be right back.

13               Charlotte Beyer?

14               MS. BEYER:  Here.

15               MS. REILLY:  Sandra March?

16               MS. MARCH:  Present.

17               MS. REILLY:  John Liu?

18               MR. LIU:  Here.

19               MS.  REILLY:  Mona Romain?

20               CHAIRPERSON AARONSON:  Mona is rushing to

21   get here, but because of the fog she didn't want to

22   cause any accidents.

23               MS. REILLY:  Joseph Lewis?

24               (No response.)

25               I'll turn it over to the Chairman.
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 1               CHAIRPERSON AARONSON:  Thank you very much,

 2   Pat.

 3               Today is a very auspicious day for the

 4   retirement board.  It's fortunate that Mr. Liu is able

 5   to attend this meeting.  He doesn't know that as this is

 6   his first meeting, he is responsible for opening and

 7   closing doors when people come in.

 8               (Laughter.)

 9               Anyhow, I know he wants to make some

10   remarks.  Before he does, I have to say that the service

11   that John has performed for this board and the City of

12   New York for the last four years has been just wonderful

13   and superlative; and I know that I'm going to ask that

14   on our board meeting agenda for December 19, that we

15   have on our agenda a resolution thanking John for his

16   wonderful, wonderful service.

17               Okay, John.

18               MR. LIU:  So, I don't know what to say, Mel,

19   thank you very much.  I am delighted to be back at TRS

20   for my second meeting.

21               (Laughter.)

22               Although the first meeting was almost four

23   years ago, it feels like it was just yesterday, gone by

24   very quickly.  And this board had led the way in many

25   ways, in terms of reforms that we have rendered to the
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 1   pension funds and asset management.

 2               First and foremost, I want to thank the

 3   board of the Teachers' Retirement System for all the

 4   things you've done over the years, and particularly our

 5   UFT representatives, the representatives of Mayor

 6   Bloomberg and my office as well.

 7               And just on a personal note, I want to say

 8   that it's been a fabulous four years that I had the

 9   privilege of serving as City Comptroller.  We've saved

10   coming up on $5 billion through our audits and contract

11   reviews, and we've created thousands of jobs by

12   accelerating some of our capital construction plans.

13               And working together with the trustees, our

14   investment portfolio across all five funds, and

15   certainly with Teachers leading the way, we are up over

16   the past four fiscal years 58 percent.  Since January

17   2010, we're up about 50 percent; our assets have just

18   crossed the $150 billion threshold.

19               Did I get it right, Seema?

20               MS. HINGORANI:  Yes.

21               (Laughter.)

22               MR. LIU:  So it's been a terrific ride for

23   me.  And I will say that I'm beyond anything I imagined

24   would happen in my lifetime, growing up in New York City

25   as an immigrant, not expecting that I or someone like me
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 1   would run for office, let alone get elected New York

 2   City Comptroller and be a candidate for Mayor of New

 3   York.  It's an awesome city, a city I owe a debt of

 4   gratitude to and I want to keep giving back.

 5               So though I may not be in office next year,

 6   I'm not going anywhere.  And to the extent that this

 7   board could use some form of assistance or opinion or

 8   expertise from me, just give me a holler.

 9               I gained a lot of my expertise early on by

10   studying the great work of our wonderful actuary, Bob

11   North, who was the subject of many of my actuarial

12   exams.  And I want to thank Bob for his continued

13   service to our great city.  He and I had a wonderful

14   meeting just the other day, talking about our pension

15   and health care issues.

16               Thank you, Bob.

17               MR. NORTH:  Thank you.

18               MR. LIU:  And I certainly want to take time

19   to thank my staff and the Bureau of Asset Management.

20   These are professionals who are very much committed to

21   the well-being of our pension funds, the pensioners and

22   beneficiaries and in turn our taxpayers.

23               Thanks, Seema, for hitting the ground

24   running as our new chief financial officer.  And I want

25   to thank in his absence Larry Schloss, who has been a
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 1   terrific addition to the government of New York City at

 2   least for about four years.

 3               (Ms. Romain entered the meeting room.)

 4               MR. LIU:  Finally, I want to give special

 5   thanks once again to our UFT representatives, Mel, Sandy

 6   and Mona, who sat me down before I even took office and

 7   basically told me what to do.

 8               (Laughter.)

 9               They didn't tell me what to do, they taught

10   me what needed to be done.  And so I certainly want to

11   thank them.  Thank you so much for everything.

12               CHAIRPERSON AARONSON:  You are very, very

13   welcome.

14               (Applause.)

15               MS. MARCH:  I would just like to say thank

16   you, John, for leading the way.  Because as a long time

17   trustee rather than an old trustee, you really led the

18   way.  Your selection of Larry Schloss as our CIO, what

19   it did to our funds is quite evident.

20               But one of the things I just want to tell

21   you as an educator, Larry was truly also an educator,

22   because you'd be very proud of the Comptroller staff

23   sitting in this room.  Because he taught them and he led

24   them and he let them go free, and they did an absolutely

25   superb job advising this board.  Considering the fact
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 1   that we gave you the right to be our investment advisor,

 2   let me tell you they advised us well under his

 3   leadership and they all took their roles.

 4               But remember, John, you were the leader of

 5   this group, and we thank you and the four years has

 6   absolutely been great for the system, and I did hope it

 7   was good for you.

 8               MR. LIU:  I had a great time.

 9               Thank you, Sandy.

10               MS. ROMAIN:  Sorry I'm late.

11               (Laughter.)

12               MR. LIU:  You were eagerly anticipated.

13               MS. ROMAIN:  It was truly a pleasure.  I

14   want to echo what Sandy said.  The professionalism of

15   BAM, everything they did under your leadership was

16   surely appreciated.  Thank you.

17               MR. LIU:  Thank you.

18               CHAIRPERSON AARONSON:  You have another

19   meeting, it's my understanding?

20               MR. LIU:  Mister Chairman, if I may be

21   excused, I want to wish everyone a wonderful holiday

22   season.  I believe I'll be seeing most of you, if not

23   all of you, at various holiday functions over the next

24   couple of weeks.  Have a wonderful meeting.  Thank you

25   so much, everybody.
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 1               MS. MARCH:  Thank you.

 2               CHAIRPERSON AARONSON:  Thank you.

 3               (Comptroller Liu left the room.)

 4               CHAIRPERSON AARONSON:  We'll move on to the

 5   agenda, public pension first.

 6               MS. HINGORANI:  We're going to start with

 7   the quarterly review of September, and I will turn it

 8   over to Martin to begin.

 9               MR. GANTZ:  Good morning, Mr. Chairman,

10   Trustees.

11               This is a good quarterly report.  What I

12   mean by good, the markets went up and the pension funds

13   made a lot of money.  You will remember, we ended the

14   last quarter in June with a lot of uncertainty in the

15   market.  "Tapering" was the word added to the lexicon

16   because the Fed was considering reducing the bond buying

17   program, and it upset virtually all markets including

18   the Treasury markets, and June was a rough month at the

19   end of the quarter.

20               But as July started the markets calmed down

21   as the markets realized the tapering process is likely

22   not to be imminent.  In fact, it continues to this day.

23   As a result, risky assets climbed significantly, and

24   what that means is, for the quarter U.S. Equity markets

25   returns are up over 6 percent.  EAFE returns just for
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 1   the quarter were up over 11 percent.  And even emerging

 2   manrkets which were down negative prior to that were up

 3   over 5 percent.

 4               In fixed income the returns were positive

 5   but much more muted, roughly flat to positive in the

 6   investment grade.  High yield did well and convertibles

 7   did well on an absolute basis, because they have more

 8   equity risk in them.

 9               Putting it all together, if you turn to page

10   10, look at the top of the page, on the left, I want to

11   point out the number $52 billion in assets as of the end

12   of September.  And on the bottom left you will see that

13   the quarter, the last three months as well as the fiscal

14   year date, which will be the same number throughout the

15   report because first quarter, had a very strong first

16   quarter, returning 4.86 percent.

17               And not only was it a strong quarter on an

18   absolute basis, but it was a strong quarter on a

19   relative basis, as I will describe in a moment.

20               And the one year number rolling for the

21   period ending September was over 12 percent, also strong

22   on a relative basis.

23               The three year number was over 10 percent.

24   That was behind the policy benchmark, and we'll go

25   through that in a little bit, but the five and ten year
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 1   numbers were over 8 percent and 7 1/2 percent

 2   respectively.

 3               Next two pages, pages 11 and 12, you saw

 4   last month, we'll have an update for October.  But if

 5   you turn to page 12 you'll see the overweights -- I'm in

 6   the quarterly report -- to go back to page 10, on the

 7   left you will see that the returns for the quarter were

 8   very strong on an absolute basis, returning nearly 5

 9   percent; but not just on an absolute basis, was ahead of

10   the benchmark as well.  And for the one year return,

11   over 12 percent was also well ahead of the benchmark,

12   and I will go through why in just a moment.

13               The next two pages show the asset allocation

14   mix, and where we're overweight and underweight, we

15   showed this to you last month.  We'll have an update for

16   October in a moment.

17               On page 12 you'll see that on the left in

18   green we were overweight U.S. Equity, and in the middle

19   in blue and light green we were underweight Core fixed

20   income and TIPS.

21               So the next three pages are our attribution,

22   and we have the allocation effect and the management

23   effect.  And in the quarter ending September, both added

24   value.

25               And what I mentioned before, you see the
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 1   allocation effect of positive 32 basis points on page

 2   13, the overweight to U.S. Equity which did very well,

 3   the underweight to Core+5 which on a relative basis did

 4   not too well, the underweight to TIPS which on a

 5   relative basis did not do well, all helped, and that's

 6   why the allocation effect was positive.

 7               As a detractor, any cash we had, obviously,

 8   ended in the quarter -- but the good news was we had

 9   minimal amounts of cash.

10               In addition, the management effect was

11   positive because U.S. Equities did very well, and Seema

12   will go through that in a moment.

13               A similar story on page 14, which is the one

14   year number, which has a very strong return of over 12

15   percent.  And the allocation effect was strong for a

16   similar reason, U.S. Equity overweight helped because it

17   did very well; Core+5 underweight and TIPS underweight

18   didn't do very well and were underweight.

19               The management effect was negative mostly

20   because of private equity.  And for the three year

21   number, the allocation effect was net of zero, the

22   overweight U.S. Equity offset the cash, the effect of

23   having cash balances during that time.  And the negative

24   management effect was as a result of negative returns in

25   private equity.
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 1               The breakdown of these effects are on pages

 2   16 and 17.

 3               My last point, unless you have questions

 4   before I turn it over to Seema, is to turn to page 19,

 5   which shows how this fund did versus other large public

 6   funds.  On the left is the quarter.

 7               Teachers is the blue dot.  A return of 46

 8   placed you just below the median in the 52nd percentile,

 9   and the one year return of 134 placed you in the 65th

10   percentile, but then your 1061 was in the 35th

11   percentile, as was the four year number, and the five

12   year number is in the top quartile.

13               So these numbers and strong numbers we have

14   seen contributed and definitely added value to the fund

15   and contributed to where we are today.

16               Unless there are questions, I will turn it

17   over to Seema for equities.

18               MS. HINGORANI:  Thanks, Martin.

19               If you turn to page 22.  This is Teachers'

20   U.S. Equity allocation, so about 42 percent of the total

21   fund.  As you can see in the pie chart, most of the

22   money is managed passively; so over 95 percent of the

23   U.S. Equity money is managed passively.

24               But the good thing in addition is that the

25   allocation within the passive has helped us.  If you
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 1   look at the column index return, the actual return, the

 2   difference column.

 3               So, as Martin mentioned earlier, the Russell

 4   3000 up over 6 percent in the quarter, which is a very

 5   strong number.  If you scroll down a little bit you see

 6   the Russell 2000 fund up over 10 percent in the quarter.

 7               If you go down a little bit more, in the mid

 8   cap S&P 400 index, up close to 8 percent in the quarter.

 9               You might remember we have been overweight

10   small cap, we have been overweight mid cap and

11   underweight large cap.  So that really helped us there,

12   which is great.  And on top of that our active managers

13   did well.  So it's a nice combination that helped us in

14   the quarter and also in the trailing twelve month

15   numbers.

16               If you then turn to page 30, this goes to

17   the international allocation.  And if you look at the

18   pie chart to the left, pretty much the opposite to what

19   we have done in the U.S., where Teachers allocated most

20   of the money to active; so about 75 percent active, 25

21   percent passive.

22               And again, if we look at those few columns,

23   look in the index return column -- and Martin mentioned

24   this earlier -- scroll down to the passive EAFE, up

25   close to 12 percent.  Passive EM -- that's a misprint --
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 1   that number should be closer to 6 percent, so in line

 2   with the U.S.

 3               I want to point you to number on this page

 4   that's quite interesting.  If you look at the EAFE small

 5   cap in the middle of the row, up close to 15 percent in

 6   the quarter.  You might remember that one of the things

 7   we wanted to do when we implemented with the board, when

 8   we did our new EAFE search we thought it was important

 9   and valuable to have an allocation to small cap EAFE,

10   which we did not have before.

11               And so now the Teachers board and system has

12   this allocation to small cap, and so far so good, it's

13   helping us.

14               If you turn to the next page, 31, we'll talk

15   about the EAFE markets more specifically.  So, it's

16   about 9 percent of the total funds.  In the trailing

17   three months of the quarter, if you look at the purple

18   bar versus the yellow bar, Teachers outperforms by about

19   50 basis points.

20               More importantly, if look at the active

21   EAFE, which is the blue bar, relative to the yellow bar,

22   even doing a little better.  So your active managers are

23   doing well for the quarter.  And if you look at the

24   trailing 12 month period, they're also doing well for us

25   for that period, outperforming by 100 basis points,
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 1   roughly.  So, so far so good.

 2               If you then turn to page 36, this is

 3   emerging markets.  One thing I will point out, this will

 4   be the last time you see the custom index only versus

 5   the passive EM, because the board approved to have the

 6   passive EM up against what BlackRock is managing, the

 7   custom BlackRock index, not the FTSI index.  So that

 8   will be cleared up as of October.  In fact, you'll see

 9   that in the monthly numbers.

10               In any case, if you look here, about 8

11   percent of the total fund, the total EM, which is the

12   blue bar up against the yellow, a little behind but

13   basically in line.  But if you look at the purple bar

14   which is your active EM managers versus the yellow bar,

15   doing slightly better.  Over the twelve month period

16   it's slightly behind, but you might remember also we did

17   a brand new search in emerging markets, so we have new

18   managers, so that should start to impact those longer

19   term numbers.

20               If there aren't any other questions for me,

21   I'll turn it back to Martin.

22               MR. GANTZ:  Please turn to page 39, which

23   shows the overall fixed income allocation.  And the

24   light blue shading shows that more than half of the

25   portfolio is in the Core investment grade fixed income
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 1   program, which is further broken down on page 40 into

 2   its three sub components.  I want to draw your attention

 3   to the over/underweight column, which we've had for the

 4   past few quarters, and you will see we've been

 5   underweight Treasuries and overweight spread sector.

 6               It shows here we're underweight investment

 7   grade credit.  Two comments on that.  Number 1, we were

 8   overweight before, but the underweight is becoming an

 9   issue because this is a market weighted benchmark and

10   it's more corporate issuance.  But we also did some

11   rebalancing, which Seema will talk about later, and we

12   did put some money into this sector, so we're now

13   overweight in this sector, as well.

14               So we are intentionally overweight the

15   spread sectors and underweight Treasuries.  And when you

16   look at the column next to them, the index return versus

17   actual return, you'll see that was a good move in the

18   quarter because Treasuries were down because interest

19   rates were up and spread sectors were positive.  So that

20   added value.

21               In addition, the managers themselves added

22   value, and that's in the difference column.  Of the

23   fifteen managers, eleven beat the benchmark.  And of the

24   four that underperformed, all of them were only a few

25   basis points away.  And even over one and three year
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 1   periods, for instance the three year period, of the

 2   fourteen managers, the two managers that were not ahead

 3   of the benchmark were behind by less than 10 basis

 4   points.  So the program has done very well, as you will

 5   see on the next page, which show returns.

 6               I can't compete with Seema's 15 and 20

 7   percent returns, so we adjusted the scale to make that

 8   look --

 9               (Laughter.)

10               And for the quarter the returns are 82 basis

11   points, and that was ahead of the benchmark of 63.  For

12   the one year number the returns were negative, and

13   that's because of rising rates.  And while we don't want

14   to see negative returns, they were ahead of the

15   benchmark by 90 basis points, and that's really when you

16   want to be ahead of the benchmark, because that does

17   mute the negative returns.

18               And it helped the longer term results as

19   well, which were all ahead of the benchmark and in the 5

20   to nearly 7 percent range.

21               TIPS returns are on page 42.  And the

22   quarter results, these are very similar to what Treasury

23   numbers would look like.  So the quarter was slightly

24   positive and ahead of the benchmark; but the one year

25   number was negative and a bigger negative than the
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 1   Core+5 because it has a longer duration, therefore

 2   higher interest rate sensitivity -- when interest rates

 3   go up prices go down -- and ahead of the benchmark.

 4               For the three year number pretty much on top

 5   of the benchmark of 4 percent and longer term about 5 to

 6   5 and a half percent, slightly ahead of the benchmark.

 7               High yield numbers did well and lived up to

 8   its name for the quarter, with 2 and a quarter ahead of

 9   the benchmark.  This was, as I mentioned in my opening

10   comments, investors again looking for risky assets

11   because they felt the Fed was on hold and it was safe to

12   buy.  And spreads compressed and returns increased.

13               So for the year the return was 674, which

14   was approximately the coupon, but that was ahead of the

15   benchmark by nearly 100 basis points.  The three year

16   number of almost 8 and a half percent is higher on an

17   absolute basis, 25 basis points behind the benchmark.

18   As you remember, we did high yield on hold, the

19   underperforming managers out, and that's why the more

20   recent numbers we feel are better.  The long term

21   numbers are good on both an absolute and relative basis.

22               Convertible bonds on page 44.  And here we

23   have three managers.  So you will see the returns were

24   high on an absolute basis in blue for the quarter of 41,

25   but you will see there significantly below the yellow
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 1   benchmark, which is the overall convertible benchmark.

 2               You will see we have this, I'm told maroon

 3   color benchmark, and that benchmark is our custom index,

 4   which is the weighted average of each of the individual

 5   managers' returns versus the benchmark.

 6               In the quarter, of our four managers, three

 7   beat the benchmark.  So that's why we were actually

 8   ahead against the weighted average of their benchmarks.

 9   The yellow benchmark is the overall universe of

10   convertible bonds that none of our managers managed to.

11   So in short periods of time, certainly the bull market

12   will underperform, and I will give you an example why.

13               There are -- we've been talking to the index

14   providers about it, and they have not changed the way

15   they construct their benchmarks.  Convertible bonds

16   benchmarks are very sensitive to equities.  If equity

17   markets go up, a name in the index is 2 percent, can in

18   a few months rise to 10 percent, because the underlying

19   stock goes up.  The benchmark provider does not cut back

20   that percentage, it goes to 10 percent.

21               There are very few managers that would

22   prudently own a 10 percent position in a portfolio, they

23   would naturally cut back at 3, 4 or 5 percent.  Most of

24   our managers have a 5 or 6 percent rule that they cap

25   out.
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 1               So when you do have a bull market as we had

 2   in equities, and therefore convertible bonds, versus the

 3   overall index, the managers generally will underperform.

 4   But as you see the longer term numbers, it starts

 5   evening out when you take into account the 2008

 6   downturn.

 7               The reason we underperformed for the five

 8   year number, you will remember we terminated the manager

 9   earlier this year that underperformed, and those numbers

10   are included in those longer term numbers.

11               Opportunistic fixed income has been the star

12   of fixed income for a while and was this year as well.

13   On the left of the quarter was 178 versus a 10 percent

14   annual return, slightly behind and versus the global

15   high yield benchmark plus 3 percent behind the

16   benchmark; but for the year was up 1379, well ahead of

17   either of the benchmarks, and for the three year number

18   just about 10 percent, and five years over 12.

19               As you know, we're at an inflection point

20   where many new accounts are coming online, and they've

21   been doing very well.

22               And unless there are any questions, I will

23   turn it over to David Morris for ETI.

24               MR. MORRIS:  Good morning.

25               Turning to page 13 of the board book on the
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 1   returns page that -- you will see for the third quarter

 2   the ETI program essentially kept pace with its overall

 3   benchmark, and PPR continued to do very well, beating

 4   its benchmark.

 5               Turning to page 7 and 8, PPAR --

 6               MR. McTIGUE:  David, is this the regular

 7   book?

 8               MR. MORRIS:  Teachers purchased $5.1 million

 9   in loans to create or preserve 279 units of affordable

10   housing.  And in the third quarter Teachers made

11   commitments of approximately $8 million, and that will

12   cover 276 units of affordable housing.  The market value

13   of the Teachers portfolio is $119.7 million.

14               We had an interesting investment that we

15   made in the third quarter that will participate in the

16   development of an ambulatory care center at a local

17   Manhattan hospital, that will create overall 5,200 jobs,

18   100 percent of which will be union jobs.

19               MS. HINGORANI:  Any questions?

20               Thank you.

21               MS. CALDAS:  Starting on page 26 of the

22   booklets.  This is the second quarter review for private

23   equity.  You will see that table in the middle of the

24   page right there, I will start from there.

25               Again, to further review as of the second
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 1   quarter, you have 136 active partnerships and that's

 2   across 91 relationships altogether.

 3               Total fund commitment was $2.1 billion;

 4   total capital contributed was 3 and a half billion;

 5   distributed back to you was $2.1 billion; and your

 6   market value at this point is $2.3 billion.

 7               Your total value multiple stayed the same as

 8   the previous quarter, 1.3 times.  And then your since

 9   inception IRR wen up slightly at 8.73 percent.

10               If you turn to page 29, just for a quick

11   second, you'll see how you did against the benchmarks.

12   We'll flip back in a second --

13               You'll see at the very bottom the since

14   inception is the most meaningful to follow, the dark bar

15   is you, Teachers, 8.73 for the private equity portfolio

16   of Teachers, just underperforming slightly against the

17   venture economic pool, which came at 11.24 percent.

18               And then the Russell 3000 plus -- basis

19   points, which is the other lower bottom bar there at

20   11.29 percent.  Part of the function of that against the

21   public markets was a rally of public markets that

22   started in 2012 and continued to the earlier part of

23   2013.

24               If you quickly go back to page 27, you'll

25   see the ten new commitments we made in the second
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 1   quarter of 2013.  And ten of them, one of them again is

 2   Landmark Private Equity partners that we came in at $113

 3   million, and then another sidecar to that very fund of a

 4   co-investment of $37 million.

 5               So it was really more like four

 6   relationships to the Core program, and then five

 7   relationships to the emerging manager.  That's outlined

 8   for you.  The total is $69 million.  Very excited about

 9   that.

10               If you turn to page 32 after that, you will

11   see which strategies are performing for you.  The top

12   four performing strategies for you in the second

13   quarter, the first one was special situations and

14   turnaround, great opportunity for distressed in these

15   days of fluctuation.

16               So these came in at 17.8 IRR, and funds

17   really leading the charge here for you all were existing

18   relationships like Aries, and then a new relationship

19   that you all went into over the past year was Platinum,

20   which is doing phenomenally well for a 2012 vintage,

21   already returning more than half of their fund back to

22   their investors.  So, great, great fund.

23               Following that strategy was growth equity

24   that came in at a 14.6 percent IRR.  A great name there

25   that is really performing well for you is Vista, which
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 1   is an existing relationship for you and also we went

 2   into it again with the re-up, and you had more exposure

 3   to the emerging managers program.  So a great exposure

 4   there and more exposure to come.

 5               The third strategy that's working well is

 6   secondary, which came in at 14.3 percent IRR, and great

 7   names again there for you, Landmark Lexington, Axa; Axa

 8   was a new relationship for you.  You should know that

 9   they have since spun out of their Axa corporate holding

10   and are now an independent fund called Arden.  And

11   Lexington and Arden will be coming back on the market in

12   January, so maybe you'll see them again, they've been

13   great performers for you, great secondary right there.

14               After that you have the fourth performing,

15   great performing strategy for you, is the corporate

16   finance buyout, which is your largest exposure.  It came

17   in at 9.8 percent IRR.  And of those strategies under

18   corporate finance, the best performing for you was the

19   large buyout, which came in at 16.2 percent.

20               And the great names behind that are both

21   existing and new relationships, Apollo, you've got

22   Carlyle that's done very, very well for you.  And a new

23   relationship is CVC, you'll see more growth happening

24   there as they continue to mature.

25               Then on page 33 is where I'll leave you,
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 1   which is one of the more important sights.  It shows all

 2   the cash coming in, the cash going out over the previous

 3   quarters.  And Hamilton Lane was nice enough to stick in

 4   the next quarter for you as well, so you'll see a nice

 5   trend happening.

 6               So the bar charts there, the chart on the

 7   top, the darker one with cash going out is your

 8   contributions, and the ones at the bottom are

 9   distributions, cash coming back.  And for the second

10   quarter you had a total of 79.6 that's been distributed

11   back.

12               And you will see they gave a little sneak

13   preview of the third quarter, which started to progress

14   higher, $130 million after that.  You will see in the

15   fourth quarter after that, a nice distribution coming

16   back, as more funds are coming back to the market and

17   getting more liquidity, you'll see a nice distribution

18   bar chart coming out with the next quarterly report.

19               So that sums up the private equity quarterly

20   report, unless there are any questions.

21               CHAIRPERSON AARONSON:  Thank you very much.

22               MS. NELSON:  Good morning.  I'll continue on

23   to real estate.  We'll remain in the board book, and

24   real estate starts in the next section.  It starts on

25   page 47, but as you can see, the top corners of each
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 1   page is obscured.  So from this point forward, if you

 2   don't mind, I'll refer to the page numbers on the

 3   bottom.  So this page 47 has a page 1 on the bottom, and

 4   that's what we're going to work from.

 5               To give you a lay of the land of what is

 6   going on with real estate, we're going to be talking

 7   about the second quarter, I'll try to fast forward to

 8   let you know what's happening right now.  There is a

 9   renewed sense of confidence and interest in real estate

10   globally.

11               And the recovery, of course, started right

12   here in the U.S.  You know that we've talked about

13   probably since 2009, it seemed llike it got started and

14   then it stopped, it seemed like it got started again.

15               I think we're probably at a point where

16   there is some definite momentum, and I would point to an

17   increase in transactions in global real estate.  Just

18   for the second quarter of 2013 there were $120 billion

19   worth of commercial real estate that changed hands.

20   That was a 10 percent increase over the year before.

21               And for the whole year it's estimated that

22   perhaps the real estate transactions might even cross

23   the $500 billion mark.  We will see.  But TRS certainly

24   also has managers both in Core plus and opportunistic

25   and core strategies hard at work.  And this type of
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 1   environment, depending on the life cycle investment,

 2   they're either buying new opportunities or selling into

 3   this very strong market that we have.

 4               If you look on the left side of page 1, they

 5   talk about your portfolio in particular.  There's a 6

 6   percent allocation to real assets, as you know, and

 7   there's a plus or minus 2 percent rebalancing range

 8   within that.  At second quarter TRS was about $50

 9   billion.  The real asset allocation based on that is

10   about $3 billion.

11               The real estate portion of the real asset

12   portfolio, the market value is $1.1 billion.  That

13   reflects a funding rate of 2.2 percent.  We have about

14   $530 million that we had committed, but the managers

15   have not drawn down yet.

16               So overall our exposure to the real estate

17   program is $1.6 billion.  That's comprised of 38

18   investments and 30 managers.

19               For the second quarter in particular, the

20   portfolio delivered a return of 3.2 percent.  On a one

21   year basis it was 11 percent.  This is all net of fees.

22   And on a three year basis it was 17.2 percent.  The

23   return since inception for the Teachers program on a net

24   basis is 8.6 percent.  Our since inception IRR is 7 and

25   a half percent, with an equity multiple of 1.2.
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 1               Now, down on the bottom on the right there

 2   is a graph.  And unfortunately, there are two bars.  We

 3   will work better on the shading.  Let me tell you what

 4   it says.  What it says is, in terms of your benchmark,

 5   and your benchmark is Odyssey plus 100.  And we applied

 6   that 100 basis points premium in recognition of the fact

 7   that we have both Core strategies and Non-Core

 8   strategies at play.

 9               So, in terms of how the portfolio has

10   performed over an extended period of time, the since

11   inception of 8.6 that I talked about before is 150 basis

12   points above that benchmark.  We're a little under for

13   the quarter and for the year.  But again, the benchmark

14   is based on the full market cycle of about ten years.

15   So at every interval we'd like to hit it, but sometimes

16   we might slip a little under.

17               In terms of our investment activity for the

18   quarter, we made a commitment of $70 million to an

19   industrial fund, KTR.  We also since second quarter

20   closed that deal.  We've also closed on DISCO west.  So

21   through the fiscal year we closed on about $103 million

22   of real estate deals.

23               If you turn over to the next page, it kind

24   of gives you a little more insight into portfolio

25   construction.  So we talked about the fact that the
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 1   exposure to real estate, which is comprised of the

 2   market value of what we have in the ground plus the

 3   outstanding commitments, about $1.6 billion.

 4               If you look at how that is comprised in

 5   terms of your Core, Core plus strategies, that's 39

 6   percent, a little under our policy weight of 40, but

 7   still works; and 61 percent in Non-Core strategies.  In

 8   the Non-Core strategies that would include your emerging

 9   manager investments.

10               Moving on to the next page, page 3, it gets

11   a little more granular.  If you're interested in what

12   parts of the portfolio are driving the performance, is

13   it Core, Core plus managers or Non-Core managers?  This

14   page gives you that information.

15               So the first half of the page discusses the

16   fact that we have about 13 Core plus investments, and

17   they delivered a 3.2 percent net.  And your Non-Core

18   managers, of which we have 21, that component of the

19   portfolio delivered a return of 3.3 percent net.

20   And there is a graph on the bottom.

21               On the following page there is a different

22   take.  This is a great visual on page 4 that tells you

23   who is driving your performance for the quarter.  I know

24   that real estate is a long term investment and quarterly

25   stuff may not mean as significant.  But for those that
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 1   want to see the same chart for the one year and three

 2   year, they are available on page 10.  But since this is

 3   a quarterly report, just want to show you which

 4   investments have been driving the return for the

 5   quarter.  And you see it is Blackstone Europe 3,

 6   Blackstone 6, and Carlyle 6.

 7               And this page also will give you some

 8   highlights of what those particular managers are doing

 9   in those funds that are driving your performance for the

10   quarter.

11               One of the ways, in the next page, that we

12   help to retry to mitigate risk in the portfolio is to

13   monitor the diversification by property type and by

14   geography.  And we continue to work on that.

15               The following pages is just some detail on

16   some more market information.  Also on page 8 is a

17   report card, if you will, if you were interested in

18   seeing how the portfolio is performing vis-a-vis the IPS

19   and those compliance metrics that we all have approved

20   in the past.

21               If there are any other questions or comments

22   on real estate?  We will talk a little more about real

23   estate later on in the agenda.

24               MS. HINGORANI:  Thanks, Yvonne.

25               That completes our quarterly report.
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 1               If there aren't any questions on that, I

 2   will turn it back to Thad.

 3               MR. McTIGUE:  If there are no questions on

 4   the quarterly report, do we want to do the October

 5   monthly and continue with KPP?

 6               CHAIRPERSON AARONSON:  Finish the public

 7   session.

 8               MR. McTIGUE:  We'll make October brief.

 9               MS. HINGORANI:  Yes.  More good numbers to

10   talk about.

11               So, everyone's got their monthly performance

12   review book.  If you turn to page 34 in your book.

13   These are the October numbers.  I will go through

14   November as well.  But just a quick update on what's

15   been going on in November.

16               The stock market continued to do well in

17   November, you've got the U.S. markets positive, you've

18   got the developed markets positive, you've got EM

19   emerging markets slightly down.  Basically what you've

20   seen is a bumpy ride in November, as everything's been

21   playing out, the Europe Central Bank surprising by

22   cutting interest rates by 25 basis points.  And on the

23   other end the Fed in the U.S. saying we may taper now,

24   not may not taper now, when are we going to stop the

25   bond buying program?
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 1               Everybody is speculating.  Payroll numbers

 2   come out strong, so everyone thinks the Fed's going to

 3   start and stop.  And so a bumpy ride, but it was

 4   positive for us.  I would expect December to be

 5   similarly bumpy, but I hope for another positive month.

 6               You can see in October, page 34, going down

 7   through some of the numbers here, the Russell 3000, U.S.

 8   stock market up over 4 percent.  The EAFE markets up

 9   over 3 percent.  Emerging markets in that month of

10   October up close to 5 percent.

11               You down a little bit more to Core+5, up

12   over a percent.  The high yield index up over 2 percent,

13   close to 2 and a half percent.  TIPS up about 55 basis

14   points.  And then the REITs index up over 4 percent, so

15   very strong month in October.

16               November, I can give you those numbers,

17   matching up to what we just went through.  The Russell

18   3000 up in November, 2.9 percent, close to 3 percent in

19   the month.  EAFE up about 81 basis points.  Emerging

20   markets down about 1 and a half percent.  Core+5 down

21   about 65 basis points, the high yield index up 32 basis

22   points, TIPS down 1.2 percent, and then REITs down more,

23   given what's going on with interest rates -- down 5.4

24   percent.

25               Again, if you add up what happened in
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 1   November, we're actually looking up a little bit for the

 2   month.  So that's very good.

 3               If you then turn to page 30, it goes through

 4   the asset allocation and how it's set up.  Martin

 5   mentioned this a little bit earlier.  If you look at the

 6   green bar to the left, which is your U.S. Equities, and

 7   then the blue bar to the right, which is your Core+5,

 8   what we've done in November is taken advantage of the

 9   strong U.S. stock market.

10               And we sold some of our U.S. Equities and we

11   added to Core+5 in the investment grade category.  So

12   now we're actually back within the ranges, and you will

13   see that going forward.  That's what we did in November,

14   and the cash amount is roughly where it is now, actually

15   a less than $300 million.  So that's good.

16               If you then go to page 35, this the

17   contributions to return.  So for the month of October

18   the Teachers portfolio is up close to 3 percent in the

19   month.  And then fiscal year to date through October is

20   up close to 8 percent already.  It's a great result.

21               If you add in November, which we just talked

22   about, which is roughly another 1 percent, the Teachers

23   fund is up nearly 9 percent fiscal year to date.  So

24   very strong.

25               If you then turn to page 27, this is
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 1   Teachers --

 2               CHAIRPERSON AARONSON:  Did you say we're up

 3   9 percent in only five months?

 4               MS. HINGORANI:  Yes.

 5               (Laughter.)

 6               MR. NORTH:  That's good.

 7               MS. HICKEY:  Page 27 is the 12 month

 8   Teachers performance in market value.  So over the 12

 9   month period, the pension fund is up $8 billion.  And so

10   at the end of October you can see here the fund here, $3

11   billion call it, I can tell you as of December 2 of this

12   year, the Teachers fund is at $53.5 billion.  So we keep

13   moving forward and up, a good thing.

14               The next page, 28, shows the ten year

15   numbers.  And so now the ten year return for Teachers as

16   of October 31 is 7 and a half percent.  So that's good.

17               And again, as of December 2, the Teachers

18   fund is up to $53.5 billion.  So very good so far,

19   fiscal year to date, and hope it continues.

20               If there aren't any questions, I'll turn it

21   back to Thad.

22               MR. McTIGUE:  If there are no further

23   questions the Comptroller's Office has completed its

24   business for the QPP and public agenda.

25               CHAIRPERSON AARONSON:  I see no questions.
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 1   Go to the variable public.  Thank you.

 2               MS. PELLISH:  Good morning.  We have three

 3   items on the public agenda, third quarter Passport

 4   October monthly report and our estimate for November.

 5   We have distributed in advance and you have hard copies

 6   of the third quarter report.  I'm not sure there is any

 7   real need to go through it, because we've already

 8   presented September's performance.

 9               I call your attention to the fact that this

10   report contains much more detail about the holdings of

11   the various Passport funds, more detail about the formal

12   performance.  I'm happy to address comments or

13   questions.  But since this performance data has already

14   been reviewed at a prior meeting, I'm not sure it makes

15   sense to take additional time.

16               Hearing no questions or comments, let's turn

17   to the October monthly report.  And on page 1 the total

18   assets for the diversified equity fund are up over $11

19   billion as of the end of October.  That's up about $300

20   million from last month.

21               The returns, as you know, continue to be

22   robust in October.  So if you turn to page 2, you can

23   see that the index fund was up over 4 percent for the

24   month alone.  The and index fund component of the

25   portfolio for the year to date is up 26 and a half
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 1   percent.

 2               So, we will see additional good numbers in

 3   November and by December starting out.

 4               As you would expect in this kind of market

 5   where the public equity markets are rolling ahead, the

 6   defensive strategy tends to be lower risk, and to let

 7   out in a sharply rising market.  It has lower returns

 8   than the broad U.S. Equity market.

 9               The active manager composite for the month

10   didn't quite keep up, but it's worth noting on the year

11   to date basis the index is up 26 and a half percent.

12   The active manager, the active equity manager composite

13   is up over 27 percent.  That's not necessarily something

14   you would expect if the index is rolling ahead in market

15   cap index, doing so well.

16               At any rate, if we go down to the

17   international portfolio, the defensive composite, the

18   international portfolio underperformed for the month but

19   it's still a strong performance for the month, on an

20   absolute basis a 3 percent return.

21               It's worth noting, although the

22   international component of the portfolio has been a drag

23   on returns for some time now, for the quarter it

24   actually added significant value.  The international

25   composite was up almost 9 percent compared to the
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 1   Russell 3000 up 5 percent.  So perhaps you'll see it

 2   reverse in that.

 3               For the month of October in aggregate the

 4   portfolio was up 3.8 percent, again, slightly behind the

 5   Russell 3000 due to the defensive and international

 6   components.

 7               Unless there are any questions, I will ask

 8   you to turn to the other Passport funds.

 9               Socially responsive is continuing to do

10   well.

11               The bond fund, Variable B, is as you would

12   expect, treading water.  The benchmark and the fund are

13   up about 30 basis points for the month.  And for the

14   year to date in significant contrast to the diversified

15   equity fund, this is up 42 basic points, ahead of of the

16   benchmark but a difficult time for this kind of strategy

17   with low yield and risings rates.

18               The international equity fund, Variable C,

19   is on page 2.  That fund was up 2.85 percent for the

20   month, somewhat behind the EAFE index against which it's

21   measured.  It lags because of one manager, Walter Scott,

22   because it's a fairly concentrated manager, but over the

23   long term it's done well.  We're not concerned about

24   that.  That's the relative returns for Variable C.

25               And as we were mentioning, look at the
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 1   inflation protection fund, Variable D.  So the PIMCO

 2   asset fund is up slightly over 2 percent for the month.

 3   This was several hundred basis points ahead of the TIPS

 4   benchmark, but as we highlight in the quarterly report,

 5   this all asset fund, although it does have a healthy

 6   allocation to bonds and to TIPS, also holds 20 percent

 7   in equity strategy.  So it's a much more diversified

 8   strategy than the TIPS benchmark might imply.  It's

 9   really designed to have a diversified basket of

10   inflation hedging strategies.

11               And so, for the year to date, this

12   portfolio, because it does have a significant allocation

13   to bonds, up 1.6 percent but well ahead of the TIPS

14   benchmark, which lost significant ground for the ten

15   month period.

16               Finally, the socially responsive fund, which

17   is Neuberger Berman, was up over 4 percent for the

18   month, slightly behind the benchmark S&P 500 index.  For

19   the year to date this fund was up over 31 percent, about

20   600 basis points ahead of the S&P 500.

21               You may recall that last year this fund

22   lagged, so it's making up ground.  But over the two year

23   period it's now ahead of the benchmark.  So a very

24   strong returns for this portfolio over the past year.

25               If there are any questions I'm happy to
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 1   address them.  If not, I've concluded my remarks.

 2               On the month to date, we also have expected

 3   performance in November.  Everyone should have that

 4   page.  As mentioned, another strong month for the U.S.

 5   Equity market, also the non-U.S. Equity market.  So

 6   based on these benchmark returns, we would expect that

 7   the diversified equity funds to be up 2.4 percent for

 8   the month.  And for the calendar year, for the 11 months

 9   of the calendar year to date, up 27 percent.

10               The bond fund, again, very anemic returns

11   given what's going on in the bond market.  The PIMCO all

12   asset fund was negative for the month, and for the

13   calendar year to date slightly positive.  And the

14   socially responsive equity fund lagged the S&P 500 but

15   still was ahead of the benchmark for the year to date

16   period.  So another good return for equity markets of

17   November.

18               That concludes our comments on the public

19   agenda for the Passport funds.

20               CHAIRPERSON AARONSON:  Thank you.

21               Any questions?

22               Thank you very much.

23               Now we move to executive agenda.

24               MS. MARCH:  I move that, pursuant to Public

25   Officer Law Section 105, that we go into executive
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 1   session to discuss the proposed acquisition, sale or

 2   exchange of securities held by the Teachers' Retirement

 3   System.

 4               CHAIRPERSON AARONSON:  Is there a second?

 5               MS. ROMAIN:  Second.

 6               CHAIRPERSON AARONSON:  Any discussion?

 7               Seeing none, all those in favor of going

 8   into executive session?

 9               (A chorus of "Ayes.")

10               Any opposed?

11               We are now in executive session.

12               We'll start with the Comptroller's Office

13   executive session.

14               (Recess taken.)

15               MR. GANTZ:  This is a quick manager update

16   on Victory Capital.  Victory Capital is a convertible

17   bond manager for the Teachers' Retirement System and the

18   pension fund.  We've removed them from the watch list.

19   We placed Victory Capital originally on the watch list

20   back approximately in March.

21               The reason we placed them on the watch list

22   was because of the sale of the business.  They were

23   previously owned by Key Bank and were sold by a private

24   equity firm called Crestview.  We placed them on the

25   watch list not because we were concerned about the
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 1   transaction; in fact, we felt that that was a good

 2   result, because under Key Bank the key employees

 3   portfolio managers and other key employees had no equity

 4   stake in the firm.

 5               In the Crestview deal, Crestview will own 60

 6   percent, and the employees, including portfolio managers

 7   and important talented decision makers, will have up to

 8   a 40 percent stake in the firm, invested over four

 9   years.

10               The reason we placed them on the watch list,

11   even because this is good news, is because it's still a

12   transaction, there's still uncertainty.  We want to see

13   how things would shake out if there were changes made by

14   Crestview in the style, if there were exits of talent,

15   or any strategy changes.

16               There have been none, no changes, no people

17   leaving, and other than equity being owned by the

18   principals, the people managing our portfolio, which we

19   see as a good thing.  The only thing left remaining is

20   the fact that they're still owned by a private equity

21   firm and there will be a transaction as we told you at

22   some point in March, probably in the next five years, as

23   the private equity firm looks to grow business.

24               We've had several in-person meetings and

25   phone calls with the CEO of Victory.  Their plans -- by
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 1   the way, we spoke to Crestview.  I looked at your

 2   portfolio.  I don't believe Crestview is a fund that you

 3   guys own.  I didn't see it listed here, but we do have

 4   it in other systems, so I did talk to the folks at

 5   Crestview.

 6               And while they were able to provide some

 7   material non-public information about what they are

 8   doing, so I can't tell you about some of the things, I

 9   can tell you that the plan, which was corroborated by

10   the CEO of Victory, is to grow the business through

11   acquisitions.  And that will be funded by a likely small

12   debt issuance, probably second half of the year.  We see

13   that, and they have several teams of portfolio

14   management that they were talking to to help grow the

15   business.

16               Obviously this is to help grow the business

17   to make it more valuable for an ultimate sale.  We don't

18   know when that will happen, and obviously it doesn't

19   make sense to put a firm on the watch list for the next

20   five years.

21               So we will be monitoring the firm at this

22   point.  Nothing's changed in the way they manage the

23   portfolio, nobody has left, and nothing has changed in

24   the reporting structures, as well.  So we removed them

25   from the watch list.
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 1               CHAIRPERSON AARONSON:  Any questions?

 2               Thank you for the update, Martin.

 3               Next item?

 4               MR. McTIGUE:  Our next item, Mr. Chairman,

 5   in executive session, is a presentation from a real

 6   estate and investment opportunity we bring you today.

 7   So I will turn it over to Janet.

 8               (The Townsend and Courtland people entered

 9   the room.)

10               MS. LONDONO-VALLE:  If you turn to page 122,

11   that's where our presentation begins.  We're bringing

12   you an opportunity to make an investment in a really

13   solid value manager.  DRA is raising Fund VIII, which is

14   a $1.25 billion fund.  It is their ninth fund in a

15   series of value add funds.

16               This manager is one that we have been

17   tracking for some time, and we missed an opportunity to

18   invest in their last fund because they have such a high

19   repeat investor base.

20               They are targeting a 15 to 18 percent growth

21   IRR and a 12 to 15 percent net IRR over a three to seven

22   year hold.

23               DRA is a real estate investment firm that

24   was originally formed as Dreyfus Realty Advisors in 1986

25   but was taken private in 1994 by its partners.  They are
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 1   headquartered in New York, with offices in Miami and San

 2   Francisco.

 3               As of June 30, they managed 700 assets

 4   valued at $10.9 billion.  Some of the reasons why we

 5   like them are their consistent returns using the same

 6   strategy, the market opportunity and the management

 7   team.

 8               The employ a value add strategy that has a

 9   potential for an upside using active management.  Over

10   their 18 year history they have generated stable returns

11   for their investors.  They've invested $19 billion

12   across eight funds in over a thousand properties, and

13   they realized a gross 19.5 percent.

14               Most of funds have been ranked as top

15   quartile by both consultants.  DRA is a middle market

16   player, whose strength is really seeking opportunities

17   in second tier cities that are typically overlooked by

18   big players like Brookfield.

19               They have been at the table as banks, as

20   well as been involved with public REITs, where they

21   joint ventured or outright purchased portfolios.

22               For the banks they've actually been able to

23   resolve balance sheet issues, where for the REITs

24   they've actually been able to take out money for the

25   companies that want to rejig their portfolio or they
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 1   have changed their strategy.

 2               The management team is a cohesive group,

 3   they've been together for a long time, a minimum of nine

 4   years, but five of them have been together over 20 years

 5   dating back to their Dreyfus years.  They have grown to

 6   76 individuals, including 68 investment professionals

 7   and 14 partners.

 8               DRA will be investing $17 million alongside

 9   the LPs.  And during the investment period they will be

10   charging 90 basis points on gross assets.  Thereafter it

11   will scale down to 60 basis points.

12               There is no catch-up, so after you get 100

13   percent of the contributions across an 8 percent prep,

14   there will be an 80/20 split in your favor.

15               And now I will turn it over to Steve and

16   Steve, who will add comments.

17               MR. NOVICK:  Good morning and happy

18   holidays.  From DRA's, Courtland's clients have invested

19   with them since the 90s, a long track record.  In the

20   most current fund you're being asked to consider, it

21   will have approximately, if you invest, half a billion

22   dollars worth of client money going into their fund.

23               It's been one of our favorite managers for a

24   long time.  The reasons are what Janet laid out, the

25   consistency of the staff.  David Luski who'll be coming

�

0046

 1   in here is one of the best investors in the business.

 2   Very consistent strategy.  Their track record is

 3   extremely good, the first or second quartile.

 4               Their one fund that they had a problem with

 5   was a mid 2000 vintage fund, and they're still

 6   projecting a target of 5 percent net, and that is the

 7   worst performing of all their funds.

 8               From the standpoint of their geographic

 9   focus, as Janet said, they're more middle market.  They

10   do do things in New York, and you will hear from them

11   directly about their track record in New York.  You can

12   certainly ask anything on that.  They'll give you the

13   history on that, pretty significant.

14               They do portfolio deals, they do individual

15   deals, they do it through a joint venture, mainly a

16   joint venture structure, which in their case we like

17   because of who the partners have been.

18               Not much more to add there.  A very

19   consistent track record, very good organization.  We

20   strongly recommend you go forward.

21               MR. BURNS:  I concur with the comments of

22   Janet.  There's always a home for a strategy like this,

23   I think, in domestic U.S. pension funds' portfolios.  I

24   consider it to be like a vanilla value, built on cash

25   flow, very conservative.
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 1               The only risk that presents itself I think

 2   is they move a little into obviously not the gateway

 3   markets, outside Chicago and Houston and the Florida

 4   markets, so a little bit different that way.

 5               But I was looking through a list of the

 6   recent investments we made with you, Brookfield, Hudson,

 7   Lone Star, all very good longstanding managers, long

 8   track record.  That's what you like about people like

 9   this, they've been around since '86, over a thousand

10   properties purchased.  There's a 19 and a half percent

11   return on the realized properties.

12               The team itself is 14 partners been together

13   for at least for 17 years.  This is kind of what you

14   look, it's definitely a top shelf type investment, top

15   team, and I encourage you to support it.

16               MS.  MARCH:  The 90 basis points, is that

17   invested --

18               MR. NOVICK:  It's on invested, gross value

19   on invested.

20               CHAIRPERSON AARONSON:  How much are you

21   recommending?

22               MS. LONDONO-VALLE:  $50 million.

23               (The DRA people entered the room.)

24               MS. TULLY:  Thank you for having us.  I'm

25   Diana Tully, a partner with DRA Advisors.  I'm with
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 1   David Luski, a co-funder and president of the firm.

 2               Thank you for having us and considering an

 3   investment in DRA Fund VIII.  I'll start with a brief

 4   overview of the company, and then David will talk about

 5   our investment strategy.

 6               CHAIRPERSON AARONSON:  Will you tell us what

 7   DRA stands for?

 8               MS. TULLY:  DRA was founded 27 years ago

 9   originally as a subsidiary of the Dreyfus Corporation.

10   So the DRA is Dreyfus Realty Advisors.  And about twenty

11   years ago the partners took the company private when

12   Dreyfus was merging with Mellon Bank, but we retained

13   DRA as our name becaue we were known by it at the time.

14   But we don't have any more relationship with Dreyfus.

15               The company has been privately owned ever

16   since then.  And we've been really on a steady growth.

17   We have $11 billion in assets under management, 76

18   employees, including 14 partners.  We've always been

19   headquartered here in New York City.

20               And as you'll see today, we have a very deep

21   track record.  We've made over $20 billion in

22   acquisitions since inception, and those are all across

23   the United States and in the four major property types

24   in real estate.

25               DRA is a very focused business strategy,
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 1   which is different from some other firms that you talk

 2   to.  We only invest in value added and we only invest on

 3   behalf of our growth income fund.  We only have one fund

 4   at a time.  The current fund we are raising is DRA

 5   Growth Income Fund VIII, and we expect to be about a

 6   billion 35 in capital commitments.

 7               We're very fortunate in having a

 8   longstanding group of investors across the spectrum of

 9   institutional investors here in the U.S.  Many of them

10   have been with us more than ten years, up even to twenty

11   years.

12               If you turn to page 2, I wanted to quickly

13   summarize for you what we consider DRA competitive

14   advantages.  Then David will go into some of them in

15   more detail.

16               The first is our organizational stability,

17   and that really starts at the top.  We have an

18   experienced and cohesive management team led by one of

19   our original founders.

20               Secondly, we have a highly disciplined

21   acquisition approach, and that's based on a just a few

22   key tenets that we not only talk about for markets

23   purposes but that we truly abide by, that David will

24   discuss.

25               We're real estate operators at heart and are
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 1   extensively involved in managing our portfolio and

 2   creating value at the asset level.  And then that also

 3   is married with a lot of capital markets experience.

 4   And that enables us to execute complicated transactions

 5   and really provide a strong platform for sourcing deals

 6   and for adding value.

 7               And really the sum of all that is that we've

 8   had extremely consistent investment performance across

 9   multiple market cycles, which we will show you.

10               On page 3, to quickly talk about our

11   organization, a few of the key statistics.  We have 14

12   partners who are our investment committee, and those

13   partners average 17 years of tenure at DRA.  That

14   proabably makes us one of the most stable firms in the

15   industry.

16               Secondly, nearly 50 percent of our company

17   has been with us for ten years or more.  At the same

18   time, we are always seeking new talent and experienced

19   people to help us at the property level.  You may see we

20   have some people on our org chart that have been with us

21   only a year or two, and that's primarily in situations

22   where we have hired very seasoned asset managers who are

23   bringing a lot of experience to the table.

24               Our asset management team has over 20 years

25   in average industry experience, and that really benefits
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 1   us at the property level.

 2               Then finally, over 50 percent of our

 3   non-partners participate in our incentive plans.  That

 4   creates a real alignment with our investors.  And also

 5   we've given a large cross section of our company the

 6   ability to benefit when our funds perform.

 7               So now I'll turn it over to David on page 4.

 8               MR. LUSKI:  Thanks, Diana.

 9               As a value added manager, there are two

10   things that are very key to us and we've been doing for

11   25 years.  The most important is the protection of the

12   capital.  When you give us your money we take it to

13   heart.  One of the ways we differentiated our strategy

14   is, we do a lot of investing with strong cash flow

15   returns.

16               So more than 60 percent of the total return

17   typically comes from income oriented properties, and we

18   do quarterly distributions.  So our customers are very

19   happy getting a steady quarterly dividend along the way.

20   You don't have to take as much risk to get to the total

21   return at the end of the day.

22               We also seek to buy assets that are below

23   replacement cost, so that we have a competitive

24   advantage to the properties that we're competing in

25   whatever the markets will be.  I'll give you an example
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 1   in a couple pages on World-Wide Plaza, an investment we

 2   did here in New York where we were able to buy it below

 3   replacement cost and fill up the building in a very

 4   competitive time.

 5               There's a lot of the downside underwriting

 6   that we've looked at.  We're always looking at what can

 7   go wrong did the investment so we can protect against

 8   that.  So over these 25 years we've been able to avoid

 9   kind of the downside returns that may come in the

10   marketplace.

11               And one way to do that is really to

12   diversify the portfolio.  As you will see on the right,

13   not only by product type, as Diana mentioned, but also

14   by geography.  As there are changes in the market and

15   changes in different economies, we are able to try to

16   not pull all our dollars at any particular risk in the

17   portfolio.

18               We do a lot of asset management value

19   creation, and what are those?  They typically come from

20   operational play.  We're able to buy investments and

21   make the expenses more efficient, look for new sources

22   of income at the property, take space and reconfigure it

23   by breaking up space to maximize the value.

24               I think finally we need investments that are

25   competitive butt also flexible so that we can change the
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 1   capital markets that are around us.  We cannot control

 2   the economy, but as we see certain factors coming into

 3   play, we may accelerate.  Even though we're underwriting

 4   a five to ten year investment, if the market is hot we

 5   may sell or refinance earlier and pull some of our

 6   capital out and return it back to our clients.

 7               We also do a lot, in our industry a lot of

 8   the market is gone into the public RTs.  We capitalize a

 9   lot of arbitrage between selling public and private.  So

10   we'll give you a few examples of that in the next couple

11   of pages.

12               As you've heard, the transaction volume in

13   the market is probably up 30 percent from last year.

14   The fundamentals continue to improve.  Occupancies are

15   improving, rental rates are starting to increase and

16   stabilize.  And so that goes into a healthy underwriting

17   as far as how we look at it.

18               Our deal flow is very robust.  In any

19   particular year it may change.  In 2012 we bought three

20   or four large portfolios and several smaller individual

21   assets.  In 2013, the larger portfolios were not as

22   abundant, so we bought almost 18 deals to date for about

23   $1.1 billion.

24               We're looking both at single assets as well

25   as portfolios because we're not sure where we're going
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 1   to get the best pricing in the marketplace.

 2               Another way we differentiate our strategy is

 3   that we do a lot of joint ventures with operating

 4   partners.  When we are in the joint venture, we are

 5   always the managing general partner in control, but we

 6   look to bring on talented individuals in different parts

 7   of the country, whether Austin or New York or

 8   California, where they can bring the management leasing

 9   and redevelopment expertise on the ground.

10               At the bottom of the chart it shows the deal

11   flow activity on the acquisition side.  And obviously in

12   2012 and 2013 as the economy is starting to pick up

13   again, we have found more opportunities because there's

14   been more transaction flow in the market.

15               On page 6, this is the 2013 acquisition year

16   to date.  We wanted to show you everything instead of

17   giving you a highlight, to only real speak to a few

18   things.  It's diversified by product type.  It's

19   diversified by geography.  In Chicago, in Houston, in

20   the southeast.

21               We're looking for opportunities in the

22   assets that typically are $25 million to $100 million in

23   size.  And every once in a while we find a portfolio

24   which is number 14, where we bought about 2 million

25   square feet in Austin, Texas; recently.
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 1               If you look at the far right, two things

 2   that distinguish our return --

 3               CHAIRPERSON AARONSON:  Excuse me.  In the

 4   market here, there's nothing in New York.

 5               MR. LUSKI:  You beat me to it, Mel.  On page

 6   7 I will speak to our involvement in New York.  Can I

 7   hold you for one second?

 8               Two more points on page 6.  Double digit

 9   cash returns, which I think are really important and

10   distinguish our firm.  We're earning 10 percent cash on

11   cash which is very strong, and we're shooting for total

12   returns that are generating about a 17 percent return

13   without taking an exorbitant risk.

14               Now I'll switch to page 7, to answer your

15   question.  Our exposure in the New York markets has

16   historically involved office and retail products.  We

17   made $1.9 billion of investments in New York City and

18   New York State, including the Daily News building which

19   we own and where we have our offices today on 42nd

20   Street.

21               We no longer own the building.  We bought

22   it, stabilized it, leased it, and sold it to SL Green.

23   The one investment we have today, our latest investment

24   in New York City is World-Wide Plaza, where we bought a

25   1.9 million square foot building in July of 2009 when
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 1   the market was a pretty scary place to be, and we were

 2   able to come in and take advantage of a situation where

 3   a bank foreclosed on a property.  We were able to buy it

 4   below replacement cost.  This is an asset that's been 95

 5   percent leased for 20 years and all of a sudden was down

 6   to 60 percent.

 7               All of a sudden the value added the ability

 8   to step in at a difficult time, we came in and bought

 9   the building at about $310 a square foot, with the

10   strategy that over the next four to five years we could

11   stabilize it and reintroduce it to the market.

12               So to roll the story forward, four years

13   later we've leased 950,000 square feet, we brought in

14   Nomura to put in their North American headquarters for

15   800,000 square feet on a twenty year lease.  So we

16   created a lot of the value that we expected to in this

17   time period.

18               So earlier this year we completed a

19   refinancing of the building for $875 million with both

20   Deutsche Bank and Bank of America for ten years.  And

21   then we sold recently last month about 49 percent

22   interest.

23               And the reason that's a good example is, we

24   buy the asset, create the value, and it's still a great

25   value.  We can hold it but we wanted to return the
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 1   capital back to our investors, so we only sold 49

 2   percent.  We generated almost a 1.6 multiple and still

 3   have a tremendous upside in the building.  And so we

 4   have probably projected here close to a 30 percent

 5   return in a three times multiple.

 6               So yes, we like New York, we like to invest

 7   in it, we've owned retail on Long Island.  We recently

 8   were bidding a deal in Albany that we lost the bid on.

 9   But we look at New York like other markets.  If the

10   opportunity is there for value added, we'll definitely

11   come into the space.

12               CHAIRPERSON AARONSON:  I know you do

13   residential investment, too.  Have you thought about

14   residential Work Force Housing investment in New York

15   City?

16               MR. LUSKI:  We wold look at it.  We did one

17   residential deal back a couple of cycles, on 80th and

18   Third, a warehouse, Morgan's warehouse, that had gone

19   out of business.  We converted the warehouse to retail

20   on the first floor and 400 apartments above it.

21               And so in certain times of the cycle we can

22   try.  Today, to be honest with you, as a value added

23   manager it's hard to compete at the yields that are

24   being offered for residential in this market.

25               So today we own about 40,000 units of
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 1   residential, but it's more throughout the country and

 2   it's more the bread and butter kind of Work Force

 3   Housing.  But it's something we definitely would

 4   consider.

 5               CHAIRPERSON AARONSON:  Do you have in any of

 6   the properties that you own at this time, David, any

 7   labor related problems?

 8               MR. LUSKI:  We do not.

 9               MS. TULLY:  We don't.  We understand your

10   responsible contractor policy and are very committed to

11   those principles.  I think DRA's history as a firm,

12   those are our values, and are fairly compensating our

13   employees.  We utilize property management firms at the

14   asset level, and our team works with those firms to

15   insure proper standards and procedures.

16               MR. LUSKI:  Page 8 we'll roll into the

17   performance.

18               MS. TULLY:  Page 8 listing of all of DRA's

19   commingled funds since inception, those are all

20   highlighted in grey.  And beneath those you can see some

21   of the funds we have done co-investments, and those have

22   been typically offered for diversification purposes if a

23   single deal was too large for any given fund.

24               If you look back now through Fund III, are

25   fully realized, and actually Fund IV we're showing 95
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 1   percent realized, it only has one asset remaining.  You

 2   can see the realized IRRs and multiples, net multiples

 3   on those funds.

 4               Funds 5, 6 and 7 are funds that we are

 5   currently operating.  And you can also see the projected

 6   returns on those funds.

 7               I think what shows here is that, despite

 8   changes in the market and the vintages of these funds,

 9   because of our insistence on cash flow we've been able

10   to really operate and deliver consistent returns across

11   multiple cycles.

12               Even our most challenging fund, Fund V,

13   which many other funds in the 2005 era suffered massive

14   losses, we are projecting a 5 percent net IRR and a 1.5

15   percent times net multiple to investors.

16               Just to hit upon Fund VIII, which you are

17   considering an investment in, we launched it earlier

18   this year.  We have a billion dollars target and a $1.35

19   billion hard cap.  We expect to reach our hard cap and

20   have the final closing for the fund in early 2014.

21               We've been able to achieve this quick fund

22   raise and reaching our hard cap primarily because we

23   will have 85 percent of the fund come from our existing

24   clients and our existing relationships that have been

25   very loyal to us.
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 1               The fund is completely a continuation of the

 2   investment strategies and objectives we've been

 3   operating under for many, many years.

 4               In terms of our fund terms, they are very

 5   much in line with the best practices of the industry.

 6   The DRA partners have increased our co-investment in the

 7   fund.

 8               We don't charge fees on committed capital,

 9   only as the investments are made.  And our incentive

10   structure is very favorable in that we only share the

11   profits above the hurdle.  So we don't have a catch up

12   and it's dilutive to our investors' net returns.

13               So, just to wrap it up, by investing with

14   DRA you're getting an experienced and stable management

15   team.  We are aligned with our investors, not only

16   through the fund structure but because we own the firm

17   and founded this firm and believe in it.

18               We have a long term track record of

19   executing this strategy, which is really designed to

20   provide you with strong cash flow and also benefit from

21   capital appreciation.  We want to have our cake and eat

22   it too, essentially.

23               We are very well positioned to take

24   advantage of the wide opportunities in the market today,

25   and those will be primarily by leveraging our
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 1   relationships and our experience and also creating value

 2   at the asset level.

 3               CHAIRPERSON AARONSON:  May I ask about,

 4   especially Fund VII.  Does that mean that you have to

 5   raise another $100 million for that?

 6               MS. TULLY:  It means we have another $100

 7   million we are finishing up spending now before we start

 8   spending for Fund VIII.

 9               MR. LUSKI:  It's already raised.  Probably

10   over the next 60 days that money will be committed, and

11   that's why we raised Fund VIII to continue to roll into

12   the next acquisition, which will start the first quarter

13   of 2014.

14               CHAIRPERSON AARONSON:  Other questions?

15               MS. BEYER:  Your organization chart, you

16   highlighted the non-partner professionals participating

17   in the incentive plans.  I just noted you've got a

18   number of people with 18, 16, 13, who are not

19   participating.  I was just curious why.

20               MS. TULLY:  Typically we have our key

21   professionals who are participating in the plan.  The

22   administration staff is administrative assistants that

23   get attractive bonuses, but they are not participating

24   in the management of the assets.  And so it's a

25   different type of compensation.
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 1               MS. BEYER:  Thank you.

 2               CHAIRPERSON AARONSON:  Seeing no other

 3   questions, thank you very much.

 4               MS. MARCH:  Thank you.

 5               MR. LUSKI:  Thank you.

 6               (The DRA people left the room.)

 7               MS. EGLOW-SUSSMAN:  One more point that was

 8   raised at the end about the fees and the timing of the

 9   new fund.  The good news here is that you pay on

10   invested.  So even though we'll be committing --

11               And the other development which I wanted to

12   raise is, as they told you, they have an 80 plus, 85

13   percent re-up rate.  When we've been tracking DRA for

14   several years we couldn't get in in the prior fund.

15   When we made this first phone call they said we could

16   have 50.  They have now in the last 48 hours offered us

17   an incremental 25, if that would be of interest,

18   bringing the total to 75.

19               So, I just wanted to throw that out there if

20   you wanted to consider it.

21               MS. NELSON:  I think the consultants support

22   that.

23               CHAIRPERSON AARONSON:  Do you guys recommend

24   that we increase?

25               MR. BURNS:  Yes.  You are 2.2 percent funded
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 1   right now, and 5.2 funded in committed.  Your target is

 2   6 percent, so you've got $400 million to go.  The

 3   domestic value fund will fit well and the larger

 4   commitment is certainly appropriate.

 5               MR. NOVICK:  We definitely support it.

 6               CHAIRPERSON AARONSON:  So then the

 7   recommendation is that we invest $75 million in DRA Fund

 8   VIII.

 9               Do we have consensus to do that?

10               MR. McTIGUE:  You have consensus.

11               MS.  MARCH:  Yes.

12               MS.  LONDONO-VALLE:  Thank you.

13               MR. BURNS:  Thank you.

14               MR. NOVICK:  Thank you.

15               CHAIRPERSON AARONSON:  Thank you.

16               (The real estate consultants left the room.)

17               MR. McTIGUE:  Mr. Chairman?

18               CHAIRPERSON AARONSON:  Yes.

19               MR. McTIGUE:  One quick thing from BAM.

20   We'd like to wish our colleague Liz Caldas well.  This

21   is her last meeting with the Teachers, and we wish her

22   all the best.

23               CHAIRPERSON AARONSON:  I knew that you were

24   leaving, but can you tell everybody else where you're

25   going?
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 1               MS. CALDAS:  Thank you.  After almost seven

 2   years of serving you all and serving the Teachers, which

 3   has really been an honor, most importantly getting to

 4   know the three of you and everyone else in this room.

 5   But the three of you, I do have to say with every

 6   sincerity I have in my fiber, your integrity is solid as

 7   gold and you do not know how much I appreciate that.  It

 8   will be eternal.  I will start crying.

 9               CHAIRPERSON AARONSON:  Tell us where you are

10   going.

11               MS. CALDAS:  I am headed over to the United

12   Nations.  I will be part of their alternative team which

13   I'm really excited about.  I start January 6.

14               CHAIRPERSON AARONSON:  We wish you all the

15   best, Liz.  We thank you.

16               MS. MARCH:  I'm glad to hear you will be in

17   our city.

18               MR. GILLER:  In the U.N. building?

19               MS. CALDAS:  No.  I took the medical exam

20   there, but it's close by.  I'll still be in the city.

21   It's been an honor to be part of the Larry world and

22   having Thad at our side and the new team and the old

23   team, everyone, the stars were aligned.

24               MS. MARCH:  Thank you for everything.

25               MS. CALDAS:  Thank you.
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 1               CHAIRPERSON AARONSON:  We wish you the best.

 2               MR. McTIGUE:  That concludes the QPP

 3   executive agenda.  I'll turn it over to Robin.

 4               MS. PELLISH:  We have a few manager updates

 5   for the executive session on the Passport funds.

 6               Mike?

 7               MR. FULVIO:  We have a few updates.  The

 8   first is an ongoing effort to find opportunities to seek

 9   out fee savings where possible, and with the assets in

10   the socially responsive funds now over $57 million, it

11   sounds like there might be an opportunity to move that

12   to a separate account from our mutual fund, which would

13   result in fee savings.

14               So the staff are still looking into that,

15   having substitutions with Neuberger.  We'll keep you

16   posted.

17               The other two updates, actually both go back

18   to the October meeting.  At the October meeting you

19   might recall having approved mandates for New South All

20   Cap Value Strategy, and Diamond Hill Large Cap Value

21   Strategy.

22               So, NewSouth, you might recall the hiring of

23   NewSouth was contingent upon Rocaton formalizing its

24   rating on the strategy, and we wanted to let you know

25   that in November that buy rating was formalized.  So
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 1   there were no issues there and we suggest you continue

 2   to move forward with them.

 3               Diamond Hill, there was an organizational

 4   announcement.  It was expected to come down at some

 5   point, we were expecting this.  They announced that they

 6   have promoted from within to fill the role of president.

 7   They promoted a gentleman named Chris Bingleman to work

 8   with the CEO, Rick Dillon.  And they'll work together to

 9   manage the business.

10               As I mentioned, it was expected and we were

11   happy to see that the person who they selected was still

12   involved on the investment team.  It won't impact your

13   portfolio as he's part of a multi-person research

14   effort.  We wanted to relay that to the board.

15               CHAIRPERSON AARONSON:  Thank you.

16               MS. PELLISH:  That concludes our comments.

17               CHAIRPERSON AARONSON:  If there's no further

18   business in front of us in executive session, is there a

19   motion to leave executive session and go back into

20   public session?

21               MS. MARCH:  So moved.

22               CHAIRPERSON AARONSON:  Is there a second.

23               MS. BEYER:  I had a question.  I wanted to

24   know if we can get an update on the custody switch?  Is

25   it going smoothly?
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 1               That's my operations background.  I know how

 2   many things can go wrong.

 3               MR. JETER:  It's actually going smoothly.

 4   The banks, as of November 18, all assets had been moved,

 5   non-U.S.  State Street is now reconciling the October

 6   month balances with Bank of New York to confirm the

 7   assets are received and are properly accounted for in

 8   their records.

 9               There is a full accounting reconciliation

10   going on.  There's been no -- there's been bumps along

11   the way, they get reconciled each day, but there's been

12   no major catastrophes.

13               MS. BEYER:  It's where I grew up, in the

14   vaults.  Thank you.

15               I have one other question.  I heard Martin

16   talk about the rebalancing on the fixed income and how

17   it was a good move that you made; and also that you

18   rebalanced a little on the equity, which seemed to be a

19   good move.

20               MR. GANTZ:  It's the same rebalance.  The

21   sale of the equity piece went to fund the investment

22   grade credit of the Core+5, which reduced underweight of

23   the Core+5 and reduced the overweight of the U.S.

24   Equity.

25               MS. BEYER:  So next meeting BAM will see
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 1   probably, slightly --

 2               MS. HINGORANI:  Within the ranges.

 3               MR. GANTZ:  Unless the equity markets go

 4   crazy.

 5               (Laughter.)

 6               MS. BEYER:  We're not going to bother about

 7   that problem right now.

 8               My last question was on the -- I tried to

 9   take in all this wonderful reporting you provide us.

10   The management effect and allocation effect and all of

11   that, in the context of history, are you concerned when

12   it's 60, a harmful effect, the management effect on a

13   three year rolling, minus 60 basis points?

14               Is that relative to anything, of no concern,

15   of some concern?

16               MS. HINGORANI:  Within the equity portfolio

17   we made a lot of changes in the last three years.  We

18   think they're positive changes for the portfolio.

19               We've done a number of different searches,

20   terminated a number of underperforming managers.  So it

21   takes time for the numbers to start to show up.  But

22   that's what's going on in equities.

23               MR. GANTZ:  If you turn to page 17 in the

24   quarterly report, we discussed this, if not last month,

25   the month before, probably in September when we did the
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 1   last quarterly report.

 2               The number that clearly jumps off the page

 3   that triggers that negative number that you're referring

 4   to is the negative number from private equity.  It's the

 5   underperformance in private equity that drives it.

 6               MS. BEYER:  I wanted to confirm.

 7               MR. GANTZ:  A lot of the older funds that

 8   are underperforming, the newer funds that have been

 9   selected and approved of in the last few years, we hope

10   and expect will overcome that.  It does take time.

11               MS. BEYER:  Thank you very much.

12               MS. MARCH:  As long as we're expressing

13   concern, let me express my concern.  It's almost January

14   2014.  It might be time again for those people out on

15   the street to do a number again on the market.  That's

16   my concern.  And I don't know how we control that,

17   because we controlled everything very well in the

18   retirement systems.  It's just that we have not yet been

19   able to control the individuals out there who are making

20   all the money.

21               CHAIRPERSON AARONSON:  Thank you for your

22   comments.

23               (Laughter.)

24               Very well taken.

25               Any other business?
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 1               I think we got as far as a second on the

 2   motion --

 3               (Laughter.)

 4               We're ready for a vote.

 5               All those in favor of leaving executive

 6   session say "Aye."

 7               (A chorus of "Ayes.")

 8               They ayes have it.

 9               We're now out of executive session.

10               MS. BEYER:  I'd like to recommend a

11   documentary, "Money for Nothing," I saw a screening at

12   the Museum of American Finance.  It's right up your

13   alley.  It's a history of the Federal Reserve.  It talks

14   about bubbles over a 100 year history.  It's quite

15   interesting and educational.  I think everybody might

16   find -- it came out in September, a documentary.

17               CHAIRPERSON AARONSON:  Thank you.

18               We're now out of executive session.

19               Susan, give us a rundown of what was done.

20               MS. STANG:  In executive session of the

21   pension fund a manager update was presented.

22               A presentation on a real estate investment

23   was reviewed and discussed.  A consensus was reached,

24   which will be announced at the appropriate time.

25               In executive session of the variable fund
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 1   three manager updates were presented.

 2               CHAIRPERSON AARONSON:  Thank you.

 3               Does anybody have any other business they

 4   would like to bring before the board?

 5               I would like to say this is the last meeting

 6   of the investment committee before the holidays.  All

 7   the members of the committee, and all the staff that

 8   does such a great job of protecting the financial future

 9   of teachers in New York City, I want to thank you all

10   and wish everybody -- it's not politically correct --

11   but I wish everybody Merry Christmas and a Happy New

12   Year, Happy Chanukah, Happy Kwanzaa; and I think I

13   covered the bases.

14               (Laughter.)

15               MR. GANTZ:  Chanukah gelt is in here.

16               (Indicating folder.)

17               CHAIRPERSON AARONSON:  Motion to adjourn?

18               MS. MARCH:  Motion.

19               MS. BEYER:  Second.

20               CHAIRPERSON AARONSON:  Discussion?

21               All those in favor?

22               (A chorus of "Ayes.")

23               We're adjourned.

24               (Time noted:  11:30 a.m.)

25
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 1                  C E R T I F I C A T I O N

 2

 3               I, Jeffrey Shapiro, a Shorthand Reporter and

 4   Notary Public, within and for the State of New York, do

 5   hereby certify that I reported the proceedings in the

 6   within-entitled matter, on Thursday, December 5, 2013,

 7   at the offices of the NEW YORK CITY TEACHERS RETIREMENT

 8   SYSTEM, 55 Water Street, New York, New York, and that

 9   this is an accurate transcription of these proceedings.

10               IN WITNESS WHEREOF, I have hereunto set my
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            1               P R O C E E D I N G S



            2                        (Time noted:  10:00 a.m.)



            3



            4               CHAIRPERSON AARONSON:  Ms. Reilly?



            5               MS. REILLY:  Good morning.  Welcome to the



            6   December 5, 2013 investment meeting of the Teachers'



            7   Retirement System of the City of New York.  I will start



            8   by calling the roll.



            9               Mel Aaronson?



           10               CHAIRPERSON AARONSON:  Here.



           11               MS. REILLY:  Justin Holt?



           12               He'll be right back.



           13               Charlotte Beyer?



           14               MS. BEYER:  Here.



           15               MS. REILLY:  Sandra March?



           16               MS. MARCH:  Present.



           17               MS. REILLY:  John Liu?



           18               MR. LIU:  Here.



           19               MS.  REILLY:  Mona Romain?



           20               CHAIRPERSON AARONSON:  Mona is rushing to



           21   get here, but because of the fog she didn't want to



           22   cause any accidents.



           23               MS. REILLY:  Joseph Lewis?



           24               (No response.)



           25               I'll turn it over to the Chairman.
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            1               CHAIRPERSON AARONSON:  Thank you very much,



            2   Pat.



            3               Today is a very auspicious day for the



            4   retirement board.  It's fortunate that Mr. Liu is able



            5   to attend this meeting.  He doesn't know that as this is



            6   his first meeting, he is responsible for opening and



            7   closing doors when people come in.



            8               (Laughter.)



            9               Anyhow, I know he wants to make some



           10   remarks.  Before he does, I have to say that the service



           11   that John has performed for this board and the City of



           12   New York for the last four years has been just wonderful



           13   and superlative; and I know that I'm going to ask that



           14   on our board meeting agenda for December 19, that we



           15   have on our agenda a resolution thanking John for his



           16   wonderful, wonderful service.



           17               Okay, John.



           18               MR. LIU:  So, I don't know what to say, Mel,



           19   thank you very much.  I am delighted to be back at TRS



           20   for my second meeting.



           21               (Laughter.)



           22               Although the first meeting was almost four



           23   years ago, it feels like it was just yesterday, gone by



           24   very quickly.  And this board had led the way in many



           25   ways, in terms of reforms that we have rendered to the

�

                                                                        4







            1   pension funds and asset management.



            2               First and foremost, I want to thank the



            3   board of the Teachers' Retirement System for all the



            4   things you've done over the years, and particularly our



            5   UFT representatives, the representatives of Mayor



            6   Bloomberg and my office as well.



            7               And just on a personal note, I want to say



            8   that it's been a fabulous four years that I had the



            9   privilege of serving as City Comptroller.  We've saved



           10   coming up on $5 billion through our audits and contract



           11   reviews, and we've created thousands of jobs by



           12   accelerating some of our capital construction plans.



           13               And working together with the trustees, our



           14   investment portfolio across all five funds, and



           15   certainly with Teachers leading the way, we are up over



           16   the past four fiscal years 58 percent.  Since January



           17   2010, we're up about 50 percent; our assets have just



           18   crossed the $150 billion threshold.



           19               Did I get it right, Seema?



           20               MS. HINGORANI:  Yes.



           21               (Laughter.)



           22               MR. LIU:  So it's been a terrific ride for



           23   me.  And I will say that I'm beyond anything I imagined



           24   would happen in my lifetime, growing up in New York City



           25   as an immigrant, not expecting that I or someone like me
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            1   would run for office, let alone get elected New York



            2   City Comptroller and be a candidate for Mayor of New



            3   York.  It's an awesome city, a city I owe a debt of



            4   gratitude to and I want to keep giving back.



            5               So though I may not be in office next year,



            6   I'm not going anywhere.  And to the extent that this



            7   board could use some form of assistance or opinion or



            8   expertise from me, just give me a holler.



            9               I gained a lot of my expertise early on by



           10   studying the great work of our wonderful actuary, Bob



           11   North, who was the subject of many of my actuarial



           12   exams.  And I want to thank Bob for his continued



           13   service to our great city.  He and I had a wonderful



           14   meeting just the other day, talking about our pension



           15   and health care issues.



           16               Thank you, Bob.



           17               MR. NORTH:  Thank you.



           18               MR. LIU:  And I certainly want to take time



           19   to thank my staff and the Bureau of Asset Management.



           20   These are professionals who are very much committed to



           21   the well-being of our pension funds, the pensioners and



           22   beneficiaries and in turn our taxpayers.



           23               Thanks, Seema, for hitting the ground



           24   running as our new chief financial officer.  And I want



           25   to thank in his absence Larry Schloss, who has been a
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            1   terrific addition to the government of New York City at



            2   least for about four years.



            3               (Ms. Romain entered the meeting room.)



            4               MR. LIU:  Finally, I want to give special



            5   thanks once again to our UFT representatives, Mel, Sandy



            6   and Mona, who sat me down before I even took office and



            7   basically told me what to do.



            8               (Laughter.)



            9               They didn't tell me what to do, they taught



           10   me what needed to be done.  And so I certainly want to



           11   thank them.  Thank you so much for everything.



           12               CHAIRPERSON AARONSON:  You are very, very



           13   welcome.



           14               (Applause.)



           15               MS. MARCH:  I would just like to say thank



           16   you, John, for leading the way.  Because as a long time



           17   trustee rather than an old trustee, you really led the



           18   way.  Your selection of Larry Schloss as our CIO, what



           19   it did to our funds is quite evident.



           20               But one of the things I just want to tell



           21   you as an educator, Larry was truly also an educator,



           22   because you'd be very proud of the Comptroller staff



           23   sitting in this room.  Because he taught them and he led



           24   them and he let them go free, and they did an absolutely



           25   superb job advising this board.  Considering the fact
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            1   that we gave you the right to be our investment advisor,



            2   let me tell you they advised us well under his



            3   leadership and they all took their roles.



            4               But remember, John, you were the leader of



            5   this group, and we thank you and the four years has



            6   absolutely been great for the system, and I did hope it



            7   was good for you.



            8               MR. LIU:  I had a great time.



            9               Thank you, Sandy.



           10               MS. ROMAIN:  Sorry I'm late.



           11               (Laughter.)



           12               MR. LIU:  You were eagerly anticipated.



           13               MS. ROMAIN:  It was truly a pleasure.  I



           14   want to echo what Sandy said.  The professionalism of



           15   BAM, everything they did under your leadership was



           16   surely appreciated.  Thank you.



           17               MR. LIU:  Thank you.



           18               CHAIRPERSON AARONSON:  You have another



           19   meeting, it's my understanding?



           20               MR. LIU:  Mister Chairman, if I may be



           21   excused, I want to wish everyone a wonderful holiday



           22   season.  I believe I'll be seeing most of you, if not



           23   all of you, at various holiday functions over the next



           24   couple of weeks.  Have a wonderful meeting.  Thank you



           25   so much, everybody.
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            1               MS. MARCH:  Thank you.



            2               CHAIRPERSON AARONSON:  Thank you.



            3               (Comptroller Liu left the room.)



            4               CHAIRPERSON AARONSON:  We'll move on to the



            5   agenda, public pension first.



            6               MS. HINGORANI:  We're going to start with



            7   the quarterly review of September, and I will turn it



            8   over to Martin to begin.



            9               MR. GANTZ:  Good morning, Mr. Chairman,



           10   Trustees.



           11               This is a good quarterly report.  What I



           12   mean by good, the markets went up and the pension funds



           13   made a lot of money.  You will remember, we ended the



           14   last quarter in June with a lot of uncertainty in the



           15   market.  "Tapering" was the word added to the lexicon



           16   because the Fed was considering reducing the bond buying



           17   program, and it upset virtually all markets including



           18   the Treasury markets, and June was a rough month at the



           19   end of the quarter.



           20               But as July started the markets calmed down



           21   as the markets realized the tapering process is likely



           22   not to be imminent.  In fact, it continues to this day.



           23   As a result, risky assets climbed significantly, and



           24   what that means is, for the quarter U.S. Equity markets



           25   returns are up over 6 percent.  EAFE returns just for
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            1   the quarter were up over 11 percent.  And even emerging



            2   manrkets which were down negative prior to that were up



            3   over 5 percent.



            4               In fixed income the returns were positive



            5   but much more muted, roughly flat to positive in the



            6   investment grade.  High yield did well and convertibles



            7   did well on an absolute basis, because they have more



            8   equity risk in them.



            9               Putting it all together, if you turn to page



           10   10, look at the top of the page, on the left, I want to



           11   point out the number $52 billion in assets as of the end



           12   of September.  And on the bottom left you will see that



           13   the quarter, the last three months as well as the fiscal



           14   year date, which will be the same number throughout the



           15   report because first quarter, had a very strong first



           16   quarter, returning 4.86 percent.



           17               And not only was it a strong quarter on an



           18   absolute basis, but it was a strong quarter on a



           19   relative basis, as I will describe in a moment.



           20               And the one year number rolling for the



           21   period ending September was over 12 percent, also strong



           22   on a relative basis.



           23               The three year number was over 10 percent.



           24   That was behind the policy benchmark, and we'll go



           25   through that in a little bit, but the five and ten year
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            1   numbers were over 8 percent and 7 1/2 percent



            2   respectively.



            3               Next two pages, pages 11 and 12, you saw



            4   last month, we'll have an update for October.  But if



            5   you turn to page 12 you'll see the overweights -- I'm in



            6   the quarterly report -- to go back to page 10, on the



            7   left you will see that the returns for the quarter were



            8   very strong on an absolute basis, returning nearly 5



            9   percent; but not just on an absolute basis, was ahead of



           10   the benchmark as well.  And for the one year return,



           11   over 12 percent was also well ahead of the benchmark,



           12   and I will go through why in just a moment.



           13               The next two pages show the asset allocation



           14   mix, and where we're overweight and underweight, we



           15   showed this to you last month.  We'll have an update for



           16   October in a moment.



           17               On page 12 you'll see that on the left in



           18   green we were overweight U.S. Equity, and in the middle



           19   in blue and light green we were underweight Core fixed



           20   income and TIPS.



           21               So the next three pages are our attribution,



           22   and we have the allocation effect and the management



           23   effect.  And in the quarter ending September, both added



           24   value.



           25               And what I mentioned before, you see the
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            1   allocation effect of positive 32 basis points on page



            2   13, the overweight to U.S. Equity which did very well,



            3   the underweight to Core+5 which on a relative basis did



            4   not too well, the underweight to TIPS which on a



            5   relative basis did not do well, all helped, and that's



            6   why the allocation effect was positive.



            7               As a detractor, any cash we had, obviously,



            8   ended in the quarter -- but the good news was we had



            9   minimal amounts of cash.



           10               In addition, the management effect was



           11   positive because U.S. Equities did very well, and Seema



           12   will go through that in a moment.



           13               A similar story on page 14, which is the one



           14   year number, which has a very strong return of over 12



           15   percent.  And the allocation effect was strong for a



           16   similar reason, U.S. Equity overweight helped because it



           17   did very well; Core+5 underweight and TIPS underweight



           18   didn't do very well and were underweight.



           19               The management effect was negative mostly



           20   because of private equity.  And for the three year



           21   number, the allocation effect was net of zero, the



           22   overweight U.S. Equity offset the cash, the effect of



           23   having cash balances during that time.  And the negative



           24   management effect was as a result of negative returns in



           25   private equity.
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            1               The breakdown of these effects are on pages



            2   16 and 17.



            3               My last point, unless you have questions



            4   before I turn it over to Seema, is to turn to page 19,



            5   which shows how this fund did versus other large public



            6   funds.  On the left is the quarter.



            7               Teachers is the blue dot.  A return of 46



            8   placed you just below the median in the 52nd percentile,



            9   and the one year return of 134 placed you in the 65th



           10   percentile, but then your 1061 was in the 35th



           11   percentile, as was the four year number, and the five



           12   year number is in the top quartile.



           13               So these numbers and strong numbers we have



           14   seen contributed and definitely added value to the fund



           15   and contributed to where we are today.



           16               Unless there are questions, I will turn it



           17   over to Seema for equities.



           18               MS. HINGORANI:  Thanks, Martin.



           19               If you turn to page 22.  This is Teachers'



           20   U.S. Equity allocation, so about 42 percent of the total



           21   fund.  As you can see in the pie chart, most of the



           22   money is managed passively; so over 95 percent of the



           23   U.S. Equity money is managed passively.



           24               But the good thing in addition is that the



           25   allocation within the passive has helped us.  If you
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            1   look at the column index return, the actual return, the



            2   difference column.



            3               So, as Martin mentioned earlier, the Russell



            4   3000 up over 6 percent in the quarter, which is a very



            5   strong number.  If you scroll down a little bit you see



            6   the Russell 2000 fund up over 10 percent in the quarter.



            7               If you go down a little bit more, in the mid



            8   cap S&P 400 index, up close to 8 percent in the quarter.



            9               You might remember we have been overweight



           10   small cap, we have been overweight mid cap and



           11   underweight large cap.  So that really helped us there,



           12   which is great.  And on top of that our active managers



           13   did well.  So it's a nice combination that helped us in



           14   the quarter and also in the trailing twelve month



           15   numbers.



           16               If you then turn to page 30, this goes to



           17   the international allocation.  And if you look at the



           18   pie chart to the left, pretty much the opposite to what



           19   we have done in the U.S., where Teachers allocated most



           20   of the money to active; so about 75 percent active, 25



           21   percent passive.



           22               And again, if we look at those few columns,



           23   look in the index return column -- and Martin mentioned



           24   this earlier -- scroll down to the passive EAFE, up



           25   close to 12 percent.  Passive EM -- that's a misprint --
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            1   that number should be closer to 6 percent, so in line



            2   with the U.S.



            3               I want to point you to number on this page



            4   that's quite interesting.  If you look at the EAFE small



            5   cap in the middle of the row, up close to 15 percent in



            6   the quarter.  You might remember that one of the things



            7   we wanted to do when we implemented with the board, when



            8   we did our new EAFE search we thought it was important



            9   and valuable to have an allocation to small cap EAFE,



           10   which we did not have before.



           11               And so now the Teachers board and system has



           12   this allocation to small cap, and so far so good, it's



           13   helping us.



           14               If you turn to the next page, 31, we'll talk



           15   about the EAFE markets more specifically.  So, it's



           16   about 9 percent of the total funds.  In the trailing



           17   three months of the quarter, if you look at the purple



           18   bar versus the yellow bar, Teachers outperforms by about



           19   50 basis points.



           20               More importantly, if look at the active



           21   EAFE, which is the blue bar, relative to the yellow bar,



           22   even doing a little better.  So your active managers are



           23   doing well for the quarter.  And if you look at the



           24   trailing 12 month period, they're also doing well for us



           25   for that period, outperforming by 100 basis points,
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            1   roughly.  So, so far so good.



            2               If you then turn to page 36, this is



            3   emerging markets.  One thing I will point out, this will



            4   be the last time you see the custom index only versus



            5   the passive EM, because the board approved to have the



            6   passive EM up against what BlackRock is managing, the



            7   custom BlackRock index, not the FTSI index.  So that



            8   will be cleared up as of October.  In fact, you'll see



            9   that in the monthly numbers.



           10               In any case, if you look here, about 8



           11   percent of the total fund, the total EM, which is the



           12   blue bar up against the yellow, a little behind but



           13   basically in line.  But if you look at the purple bar



           14   which is your active EM managers versus the yellow bar,



           15   doing slightly better.  Over the twelve month period



           16   it's slightly behind, but you might remember also we did



           17   a brand new search in emerging markets, so we have new



           18   managers, so that should start to impact those longer



           19   term numbers.



           20               If there aren't any other questions for me,



           21   I'll turn it back to Martin.



           22               MR. GANTZ:  Please turn to page 39, which



           23   shows the overall fixed income allocation.  And the



           24   light blue shading shows that more than half of the



           25   portfolio is in the Core investment grade fixed income
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            1   program, which is further broken down on page 40 into



            2   its three sub components.  I want to draw your attention



            3   to the over/underweight column, which we've had for the



            4   past few quarters, and you will see we've been



            5   underweight Treasuries and overweight spread sector.



            6               It shows here we're underweight investment



            7   grade credit.  Two comments on that.  Number 1, we were



            8   overweight before, but the underweight is becoming an



            9   issue because this is a market weighted benchmark and



           10   it's more corporate issuance.  But we also did some



           11   rebalancing, which Seema will talk about later, and we



           12   did put some money into this sector, so we're now



           13   overweight in this sector, as well.



           14               So we are intentionally overweight the



           15   spread sectors and underweight Treasuries.  And when you



           16   look at the column next to them, the index return versus



           17   actual return, you'll see that was a good move in the



           18   quarter because Treasuries were down because interest



           19   rates were up and spread sectors were positive.  So that



           20   added value.



           21               In addition, the managers themselves added



           22   value, and that's in the difference column.  Of the



           23   fifteen managers, eleven beat the benchmark.  And of the



           24   four that underperformed, all of them were only a few



           25   basis points away.  And even over one and three year
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            1   periods, for instance the three year period, of the



            2   fourteen managers, the two managers that were not ahead



            3   of the benchmark were behind by less than 10 basis



            4   points.  So the program has done very well, as you will



            5   see on the next page, which show returns.



            6               I can't compete with Seema's 15 and 20



            7   percent returns, so we adjusted the scale to make that



            8   look --



            9               (Laughter.)



           10               And for the quarter the returns are 82 basis



           11   points, and that was ahead of the benchmark of 63.  For



           12   the one year number the returns were negative, and



           13   that's because of rising rates.  And while we don't want



           14   to see negative returns, they were ahead of the



           15   benchmark by 90 basis points, and that's really when you



           16   want to be ahead of the benchmark, because that does



           17   mute the negative returns.



           18               And it helped the longer term results as



           19   well, which were all ahead of the benchmark and in the 5



           20   to nearly 7 percent range.



           21               TIPS returns are on page 42.  And the



           22   quarter results, these are very similar to what Treasury



           23   numbers would look like.  So the quarter was slightly



           24   positive and ahead of the benchmark; but the one year



           25   number was negative and a bigger negative than the
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            1   Core+5 because it has a longer duration, therefore



            2   higher interest rate sensitivity -- when interest rates



            3   go up prices go down -- and ahead of the benchmark.



            4               For the three year number pretty much on top



            5   of the benchmark of 4 percent and longer term about 5 to



            6   5 and a half percent, slightly ahead of the benchmark.



            7               High yield numbers did well and lived up to



            8   its name for the quarter, with 2 and a quarter ahead of



            9   the benchmark.  This was, as I mentioned in my opening



           10   comments, investors again looking for risky assets



           11   because they felt the Fed was on hold and it was safe to



           12   buy.  And spreads compressed and returns increased.



           13               So for the year the return was 674, which



           14   was approximately the coupon, but that was ahead of the



           15   benchmark by nearly 100 basis points.  The three year



           16   number of almost 8 and a half percent is higher on an



           17   absolute basis, 25 basis points behind the benchmark.



           18   As you remember, we did high yield on hold, the



           19   underperforming managers out, and that's why the more



           20   recent numbers we feel are better.  The long term



           21   numbers are good on both an absolute and relative basis.



           22               Convertible bonds on page 44.  And here we



           23   have three managers.  So you will see the returns were



           24   high on an absolute basis in blue for the quarter of 41,



           25   but you will see there significantly below the yellow
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            1   benchmark, which is the overall convertible benchmark.



            2               You will see we have this, I'm told maroon



            3   color benchmark, and that benchmark is our custom index,



            4   which is the weighted average of each of the individual



            5   managers' returns versus the benchmark.



            6               In the quarter, of our four managers, three



            7   beat the benchmark.  So that's why we were actually



            8   ahead against the weighted average of their benchmarks.



            9   The yellow benchmark is the overall universe of



           10   convertible bonds that none of our managers managed to.



           11   So in short periods of time, certainly the bull market



           12   will underperform, and I will give you an example why.



           13               There are -- we've been talking to the index



           14   providers about it, and they have not changed the way



           15   they construct their benchmarks.  Convertible bonds



           16   benchmarks are very sensitive to equities.  If equity



           17   markets go up, a name in the index is 2 percent, can in



           18   a few months rise to 10 percent, because the underlying



           19   stock goes up.  The benchmark provider does not cut back



           20   that percentage, it goes to 10 percent.



           21               There are very few managers that would



           22   prudently own a 10 percent position in a portfolio, they



           23   would naturally cut back at 3, 4 or 5 percent.  Most of



           24   our managers have a 5 or 6 percent rule that they cap



           25   out.
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            1               So when you do have a bull market as we had



            2   in equities, and therefore convertible bonds, versus the



            3   overall index, the managers generally will underperform.



            4   But as you see the longer term numbers, it starts



            5   evening out when you take into account the 2008



            6   downturn.



            7               The reason we underperformed for the five



            8   year number, you will remember we terminated the manager



            9   earlier this year that underperformed, and those numbers



           10   are included in those longer term numbers.



           11               Opportunistic fixed income has been the star



           12   of fixed income for a while and was this year as well.



           13   On the left of the quarter was 178 versus a 10 percent



           14   annual return, slightly behind and versus the global



           15   high yield benchmark plus 3 percent behind the



           16   benchmark; but for the year was up 1379, well ahead of



           17   either of the benchmarks, and for the three year number



           18   just about 10 percent, and five years over 12.



           19               As you know, we're at an inflection point



           20   where many new accounts are coming online, and they've



           21   been doing very well.



           22               And unless there are any questions, I will



           23   turn it over to David Morris for ETI.



           24               MR. MORRIS:  Good morning.



           25               Turning to page 13 of the board book on the
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            1   returns page that -- you will see for the third quarter



            2   the ETI program essentially kept pace with its overall



            3   benchmark, and PPR continued to do very well, beating



            4   its benchmark.



            5               Turning to page 7 and 8, PPAR --



            6               MR. McTIGUE:  David, is this the regular



            7   book?



            8               MR. MORRIS:  Teachers purchased $5.1 million



            9   in loans to create or preserve 279 units of affordable



           10   housing.  And in the third quarter Teachers made



           11   commitments of approximately $8 million, and that will



           12   cover 276 units of affordable housing.  The market value



           13   of the Teachers portfolio is $119.7 million.



           14               We had an interesting investment that we



           15   made in the third quarter that will participate in the



           16   development of an ambulatory care center at a local



           17   Manhattan hospital, that will create overall 5,200 jobs,



           18   100 percent of which will be union jobs.



           19               MS. HINGORANI:  Any questions?



           20               Thank you.



           21               MS. CALDAS:  Starting on page 26 of the



           22   booklets.  This is the second quarter review for private



           23   equity.  You will see that table in the middle of the



           24   page right there, I will start from there.



           25               Again, to further review as of the second
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            1   quarter, you have 136 active partnerships and that's



            2   across 91 relationships altogether.



            3               Total fund commitment was $2.1 billion;



            4   total capital contributed was 3 and a half billion;



            5   distributed back to you was $2.1 billion; and your



            6   market value at this point is $2.3 billion.



            7               Your total value multiple stayed the same as



            8   the previous quarter, 1.3 times.  And then your since



            9   inception IRR wen up slightly at 8.73 percent.



           10               If you turn to page 29, just for a quick



           11   second, you'll see how you did against the benchmarks.



           12   We'll flip back in a second --



           13               You'll see at the very bottom the since



           14   inception is the most meaningful to follow, the dark bar



           15   is you, Teachers, 8.73 for the private equity portfolio



           16   of Teachers, just underperforming slightly against the



           17   venture economic pool, which came at 11.24 percent.



           18               And then the Russell 3000 plus -- basis



           19   points, which is the other lower bottom bar there at



           20   11.29 percent.  Part of the function of that against the



           21   public markets was a rally of public markets that



           22   started in 2012 and continued to the earlier part of



           23   2013.



           24               If you quickly go back to page 27, you'll



           25   see the ten new commitments we made in the second
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            1   quarter of 2013.  And ten of them, one of them again is



            2   Landmark Private Equity partners that we came in at $113



            3   million, and then another sidecar to that very fund of a



            4   co-investment of $37 million.



            5               So it was really more like four



            6   relationships to the Core program, and then five



            7   relationships to the emerging manager.  That's outlined



            8   for you.  The total is $69 million.  Very excited about



            9   that.



           10               If you turn to page 32 after that, you will



           11   see which strategies are performing for you.  The top



           12   four performing strategies for you in the second



           13   quarter, the first one was special situations and



           14   turnaround, great opportunity for distressed in these



           15   days of fluctuation.



           16               So these came in at 17.8 IRR, and funds



           17   really leading the charge here for you all were existing



           18   relationships like Aries, and then a new relationship



           19   that you all went into over the past year was Platinum,



           20   which is doing phenomenally well for a 2012 vintage,



           21   already returning more than half of their fund back to



           22   their investors.  So, great, great fund.



           23               Following that strategy was growth equity



           24   that came in at a 14.6 percent IRR.  A great name there



           25   that is really performing well for you is Vista, which
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            1   is an existing relationship for you and also we went



            2   into it again with the re-up, and you had more exposure



            3   to the emerging managers program.  So a great exposure



            4   there and more exposure to come.



            5               The third strategy that's working well is



            6   secondary, which came in at 14.3 percent IRR, and great



            7   names again there for you, Landmark Lexington, Axa; Axa



            8   was a new relationship for you.  You should know that



            9   they have since spun out of their Axa corporate holding



           10   and are now an independent fund called Arden.  And



           11   Lexington and Arden will be coming back on the market in



           12   January, so maybe you'll see them again, they've been



           13   great performers for you, great secondary right there.



           14               After that you have the fourth performing,



           15   great performing strategy for you, is the corporate



           16   finance buyout, which is your largest exposure.  It came



           17   in at 9.8 percent IRR.  And of those strategies under



           18   corporate finance, the best performing for you was the



           19   large buyout, which came in at 16.2 percent.



           20               And the great names behind that are both



           21   existing and new relationships, Apollo, you've got



           22   Carlyle that's done very, very well for you.  And a new



           23   relationship is CVC, you'll see more growth happening



           24   there as they continue to mature.



           25               Then on page 33 is where I'll leave you,
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            1   which is one of the more important sights.  It shows all



            2   the cash coming in, the cash going out over the previous



            3   quarters.  And Hamilton Lane was nice enough to stick in



            4   the next quarter for you as well, so you'll see a nice



            5   trend happening.



            6               So the bar charts there, the chart on the



            7   top, the darker one with cash going out is your



            8   contributions, and the ones at the bottom are



            9   distributions, cash coming back.  And for the second



           10   quarter you had a total of 79.6 that's been distributed



           11   back.



           12               And you will see they gave a little sneak



           13   preview of the third quarter, which started to progress



           14   higher, $130 million after that.  You will see in the



           15   fourth quarter after that, a nice distribution coming



           16   back, as more funds are coming back to the market and



           17   getting more liquidity, you'll see a nice distribution



           18   bar chart coming out with the next quarterly report.



           19               So that sums up the private equity quarterly



           20   report, unless there are any questions.



           21               CHAIRPERSON AARONSON:  Thank you very much.



           22               MS. NELSON:  Good morning.  I'll continue on



           23   to real estate.  We'll remain in the board book, and



           24   real estate starts in the next section.  It starts on



           25   page 47, but as you can see, the top corners of each
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            1   page is obscured.  So from this point forward, if you



            2   don't mind, I'll refer to the page numbers on the



            3   bottom.  So this page 47 has a page 1 on the bottom, and



            4   that's what we're going to work from.



            5               To give you a lay of the land of what is



            6   going on with real estate, we're going to be talking



            7   about the second quarter, I'll try to fast forward to



            8   let you know what's happening right now.  There is a



            9   renewed sense of confidence and interest in real estate



           10   globally.



           11               And the recovery, of course, started right



           12   here in the U.S.  You know that we've talked about



           13   probably since 2009, it seemed llike it got started and



           14   then it stopped, it seemed like it got started again.



           15               I think we're probably at a point where



           16   there is some definite momentum, and I would point to an



           17   increase in transactions in global real estate.  Just



           18   for the second quarter of 2013 there were $120 billion



           19   worth of commercial real estate that changed hands.



           20   That was a 10 percent increase over the year before.



           21               And for the whole year it's estimated that



           22   perhaps the real estate transactions might even cross



           23   the $500 billion mark.  We will see.  But TRS certainly



           24   also has managers both in Core plus and opportunistic



           25   and core strategies hard at work.  And this type of
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            1   environment, depending on the life cycle investment,



            2   they're either buying new opportunities or selling into



            3   this very strong market that we have.



            4               If you look on the left side of page 1, they



            5   talk about your portfolio in particular.  There's a 6



            6   percent allocation to real assets, as you know, and



            7   there's a plus or minus 2 percent rebalancing range



            8   within that.  At second quarter TRS was about $50



            9   billion.  The real asset allocation based on that is



           10   about $3 billion.



           11               The real estate portion of the real asset



           12   portfolio, the market value is $1.1 billion.  That



           13   reflects a funding rate of 2.2 percent.  We have about



           14   $530 million that we had committed, but the managers



           15   have not drawn down yet.



           16               So overall our exposure to the real estate



           17   program is $1.6 billion.  That's comprised of 38



           18   investments and 30 managers.



           19               For the second quarter in particular, the



           20   portfolio delivered a return of 3.2 percent.  On a one



           21   year basis it was 11 percent.  This is all net of fees.



           22   And on a three year basis it was 17.2 percent.  The



           23   return since inception for the Teachers program on a net



           24   basis is 8.6 percent.  Our since inception IRR is 7 and



           25   a half percent, with an equity multiple of 1.2.
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            1               Now, down on the bottom on the right there



            2   is a graph.  And unfortunately, there are two bars.  We



            3   will work better on the shading.  Let me tell you what



            4   it says.  What it says is, in terms of your benchmark,



            5   and your benchmark is Odyssey plus 100.  And we applied



            6   that 100 basis points premium in recognition of the fact



            7   that we have both Core strategies and Non-Core



            8   strategies at play.



            9               So, in terms of how the portfolio has



           10   performed over an extended period of time, the since



           11   inception of 8.6 that I talked about before is 150 basis



           12   points above that benchmark.  We're a little under for



           13   the quarter and for the year.  But again, the benchmark



           14   is based on the full market cycle of about ten years.



           15   So at every interval we'd like to hit it, but sometimes



           16   we might slip a little under.



           17               In terms of our investment activity for the



           18   quarter, we made a commitment of $70 million to an



           19   industrial fund, KTR.  We also since second quarter



           20   closed that deal.  We've also closed on DISCO west.  So



           21   through the fiscal year we closed on about $103 million



           22   of real estate deals.



           23               If you turn over to the next page, it kind



           24   of gives you a little more insight into portfolio



           25   construction.  So we talked about the fact that the
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            1   exposure to real estate, which is comprised of the



            2   market value of what we have in the ground plus the



            3   outstanding commitments, about $1.6 billion.



            4               If you look at how that is comprised in



            5   terms of your Core, Core plus strategies, that's 39



            6   percent, a little under our policy weight of 40, but



            7   still works; and 61 percent in Non-Core strategies.  In



            8   the Non-Core strategies that would include your emerging



            9   manager investments.



           10               Moving on to the next page, page 3, it gets



           11   a little more granular.  If you're interested in what



           12   parts of the portfolio are driving the performance, is



           13   it Core, Core plus managers or Non-Core managers?  This



           14   page gives you that information.



           15               So the first half of the page discusses the



           16   fact that we have about 13 Core plus investments, and



           17   they delivered a 3.2 percent net.  And your Non-Core



           18   managers, of which we have 21, that component of the



           19   portfolio delivered a return of 3.3 percent net.



           20   And there is a graph on the bottom.



           21               On the following page there is a different



           22   take.  This is a great visual on page 4 that tells you



           23   who is driving your performance for the quarter.  I know



           24   that real estate is a long term investment and quarterly



           25   stuff may not mean as significant.  But for those that
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            1   want to see the same chart for the one year and three



            2   year, they are available on page 10.  But since this is



            3   a quarterly report, just want to show you which



            4   investments have been driving the return for the



            5   quarter.  And you see it is Blackstone Europe 3,



            6   Blackstone 6, and Carlyle 6.



            7               And this page also will give you some



            8   highlights of what those particular managers are doing



            9   in those funds that are driving your performance for the



           10   quarter.



           11               One of the ways, in the next page, that we



           12   help to retry to mitigate risk in the portfolio is to



           13   monitor the diversification by property type and by



           14   geography.  And we continue to work on that.



           15               The following pages is just some detail on



           16   some more market information.  Also on page 8 is a



           17   report card, if you will, if you were interested in



           18   seeing how the portfolio is performing vis-a-vis the IPS



           19   and those compliance metrics that we all have approved



           20   in the past.



           21               If there are any other questions or comments



           22   on real estate?  We will talk a little more about real



           23   estate later on in the agenda.



           24               MS. HINGORANI:  Thanks, Yvonne.



           25               That completes our quarterly report.
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            1               If there aren't any questions on that, I



            2   will turn it back to Thad.



            3               MR. McTIGUE:  If there are no questions on



            4   the quarterly report, do we want to do the October



            5   monthly and continue with KPP?



            6               CHAIRPERSON AARONSON:  Finish the public



            7   session.



            8               MR. McTIGUE:  We'll make October brief.



            9               MS. HINGORANI:  Yes.  More good numbers to



           10   talk about.



           11               So, everyone's got their monthly performance



           12   review book.  If you turn to page 34 in your book.



           13   These are the October numbers.  I will go through



           14   November as well.  But just a quick update on what's



           15   been going on in November.



           16               The stock market continued to do well in



           17   November, you've got the U.S. markets positive, you've



           18   got the developed markets positive, you've got EM



           19   emerging markets slightly down.  Basically what you've



           20   seen is a bumpy ride in November, as everything's been



           21   playing out, the Europe Central Bank surprising by



           22   cutting interest rates by 25 basis points.  And on the



           23   other end the Fed in the U.S. saying we may taper now,



           24   not may not taper now, when are we going to stop the



           25   bond buying program?
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            1               Everybody is speculating.  Payroll numbers



            2   come out strong, so everyone thinks the Fed's going to



            3   start and stop.  And so a bumpy ride, but it was



            4   positive for us.  I would expect December to be



            5   similarly bumpy, but I hope for another positive month.



            6               You can see in October, page 34, going down



            7   through some of the numbers here, the Russell 3000, U.S.



            8   stock market up over 4 percent.  The EAFE markets up



            9   over 3 percent.  Emerging markets in that month of



           10   October up close to 5 percent.



           11               You down a little bit more to Core+5, up



           12   over a percent.  The high yield index up over 2 percent,



           13   close to 2 and a half percent.  TIPS up about 55 basis



           14   points.  And then the REITs index up over 4 percent, so



           15   very strong month in October.



           16               November, I can give you those numbers,



           17   matching up to what we just went through.  The Russell



           18   3000 up in November, 2.9 percent, close to 3 percent in



           19   the month.  EAFE up about 81 basis points.  Emerging



           20   markets down about 1 and a half percent.  Core+5 down



           21   about 65 basis points, the high yield index up 32 basis



           22   points, TIPS down 1.2 percent, and then REITs down more,



           23   given what's going on with interest rates -- down 5.4



           24   percent.



           25               Again, if you add up what happened in
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            1   November, we're actually looking up a little bit for the



            2   month.  So that's very good.



            3               If you then turn to page 30, it goes through



            4   the asset allocation and how it's set up.  Martin



            5   mentioned this a little bit earlier.  If you look at the



            6   green bar to the left, which is your U.S. Equities, and



            7   then the blue bar to the right, which is your Core+5,



            8   what we've done in November is taken advantage of the



            9   strong U.S. stock market.



           10               And we sold some of our U.S. Equities and we



           11   added to Core+5 in the investment grade category.  So



           12   now we're actually back within the ranges, and you will



           13   see that going forward.  That's what we did in November,



           14   and the cash amount is roughly where it is now, actually



           15   a less than $300 million.  So that's good.



           16               If you then go to page 35, this the



           17   contributions to return.  So for the month of October



           18   the Teachers portfolio is up close to 3 percent in the



           19   month.  And then fiscal year to date through October is



           20   up close to 8 percent already.  It's a great result.



           21               If you add in November, which we just talked



           22   about, which is roughly another 1 percent, the Teachers



           23   fund is up nearly 9 percent fiscal year to date.  So



           24   very strong.



           25               If you then turn to page 27, this is

�

                                                                       34







            1   Teachers --



            2               CHAIRPERSON AARONSON:  Did you say we're up



            3   9 percent in only five months?



            4               MS. HINGORANI:  Yes.



            5               (Laughter.)



            6               MR. NORTH:  That's good.



            7               MS. HICKEY:  Page 27 is the 12 month



            8   Teachers performance in market value.  So over the 12



            9   month period, the pension fund is up $8 billion.  And so



           10   at the end of October you can see here the fund here, $3



           11   billion call it, I can tell you as of December 2 of this



           12   year, the Teachers fund is at $53.5 billion.  So we keep



           13   moving forward and up, a good thing.



           14               The next page, 28, shows the ten year



           15   numbers.  And so now the ten year return for Teachers as



           16   of October 31 is 7 and a half percent.  So that's good.



           17               And again, as of December 2, the Teachers



           18   fund is up to $53.5 billion.  So very good so far,



           19   fiscal year to date, and hope it continues.



           20               If there aren't any questions, I'll turn it



           21   back to Thad.



           22               MR. McTIGUE:  If there are no further



           23   questions the Comptroller's Office has completed its



           24   business for the QPP and public agenda.



           25               CHAIRPERSON AARONSON:  I see no questions.
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            1   Go to the variable public.  Thank you.



            2               MS. PELLISH:  Good morning.  We have three



            3   items on the public agenda, third quarter Passport



            4   October monthly report and our estimate for November.



            5   We have distributed in advance and you have hard copies



            6   of the third quarter report.  I'm not sure there is any



            7   real need to go through it, because we've already



            8   presented September's performance.



            9               I call your attention to the fact that this



           10   report contains much more detail about the holdings of



           11   the various Passport funds, more detail about the formal



           12   performance.  I'm happy to address comments or



           13   questions.  But since this performance data has already



           14   been reviewed at a prior meeting, I'm not sure it makes



           15   sense to take additional time.



           16               Hearing no questions or comments, let's turn



           17   to the October monthly report.  And on page 1 the total



           18   assets for the diversified equity fund are up over $11



           19   billion as of the end of October.  That's up about $300



           20   million from last month.



           21               The returns, as you know, continue to be



           22   robust in October.  So if you turn to page 2, you can



           23   see that the index fund was up over 4 percent for the



           24   month alone.  The and index fund component of the



           25   portfolio for the year to date is up 26 and a half
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            1   percent.



            2               So, we will see additional good numbers in



            3   November and by December starting out.



            4               As you would expect in this kind of market



            5   where the public equity markets are rolling ahead, the



            6   defensive strategy tends to be lower risk, and to let



            7   out in a sharply rising market.  It has lower returns



            8   than the broad U.S. Equity market.



            9               The active manager composite for the month



           10   didn't quite keep up, but it's worth noting on the year



           11   to date basis the index is up 26 and a half percent.



           12   The active manager, the active equity manager composite



           13   is up over 27 percent.  That's not necessarily something



           14   you would expect if the index is rolling ahead in market



           15   cap index, doing so well.



           16               At any rate, if we go down to the



           17   international portfolio, the defensive composite, the



           18   international portfolio underperformed for the month but



           19   it's still a strong performance for the month, on an



           20   absolute basis a 3 percent return.



           21               It's worth noting, although the



           22   international component of the portfolio has been a drag



           23   on returns for some time now, for the quarter it



           24   actually added significant value.  The international



           25   composite was up almost 9 percent compared to the
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            1   Russell 3000 up 5 percent.  So perhaps you'll see it



            2   reverse in that.



            3               For the month of October in aggregate the



            4   portfolio was up 3.8 percent, again, slightly behind the



            5   Russell 3000 due to the defensive and international



            6   components.



            7               Unless there are any questions, I will ask



            8   you to turn to the other Passport funds.



            9               Socially responsive is continuing to do



           10   well.



           11               The bond fund, Variable B, is as you would



           12   expect, treading water.  The benchmark and the fund are



           13   up about 30 basis points for the month.  And for the



           14   year to date in significant contrast to the diversified



           15   equity fund, this is up 42 basic points, ahead of of the



           16   benchmark but a difficult time for this kind of strategy



           17   with low yield and risings rates.



           18               The international equity fund, Variable C,



           19   is on page 2.  That fund was up 2.85 percent for the



           20   month, somewhat behind the EAFE index against which it's



           21   measured.  It lags because of one manager, Walter Scott,



           22   because it's a fairly concentrated manager, but over the



           23   long term it's done well.  We're not concerned about



           24   that.  That's the relative returns for Variable C.



           25               And as we were mentioning, look at the
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            1   inflation protection fund, Variable D.  So the PIMCO



            2   asset fund is up slightly over 2 percent for the month.



            3   This was several hundred basis points ahead of the TIPS



            4   benchmark, but as we highlight in the quarterly report,



            5   this all asset fund, although it does have a healthy



            6   allocation to bonds and to TIPS, also holds 20 percent



            7   in equity strategy.  So it's a much more diversified



            8   strategy than the TIPS benchmark might imply.  It's



            9   really designed to have a diversified basket of



           10   inflation hedging strategies.



           11               And so, for the year to date, this



           12   portfolio, because it does have a significant allocation



           13   to bonds, up 1.6 percent but well ahead of the TIPS



           14   benchmark, which lost significant ground for the ten



           15   month period.



           16               Finally, the socially responsive fund, which



           17   is Neuberger Berman, was up over 4 percent for the



           18   month, slightly behind the benchmark S&P 500 index.  For



           19   the year to date this fund was up over 31 percent, about



           20   600 basis points ahead of the S&P 500.



           21               You may recall that last year this fund



           22   lagged, so it's making up ground.  But over the two year



           23   period it's now ahead of the benchmark.  So a very



           24   strong returns for this portfolio over the past year.



           25               If there are any questions I'm happy to
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            1   address them.  If not, I've concluded my remarks.



            2               On the month to date, we also have expected



            3   performance in November.  Everyone should have that



            4   page.  As mentioned, another strong month for the U.S.



            5   Equity market, also the non-U.S. Equity market.  So



            6   based on these benchmark returns, we would expect that



            7   the diversified equity funds to be up 2.4 percent for



            8   the month.  And for the calendar year, for the 11 months



            9   of the calendar year to date, up 27 percent.



           10               The bond fund, again, very anemic returns



           11   given what's going on in the bond market.  The PIMCO all



           12   asset fund was negative for the month, and for the



           13   calendar year to date slightly positive.  And the



           14   socially responsive equity fund lagged the S&P 500 but



           15   still was ahead of the benchmark for the year to date



           16   period.  So another good return for equity markets of



           17   November.



           18               That concludes our comments on the public



           19   agenda for the Passport funds.



           20               CHAIRPERSON AARONSON:  Thank you.



           21               Any questions?



           22               Thank you very much.



           23               Now we move to executive agenda.



           24               MS. MARCH:  I move that, pursuant to Public



           25   Officer Law Section 105, that we go into executive
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            1   session to discuss the proposed acquisition, sale or



            2   exchange of securities held by the Teachers' Retirement



            3   System.



            4               CHAIRPERSON AARONSON:  Is there a second?



            5               MS. ROMAIN:  Second.



            6               CHAIRPERSON AARONSON:  Any discussion?



            7               Seeing none, all those in favor of going



            8   into executive session?



            9               (A chorus of "Ayes.")



           10               Any opposed?



           11               We are now in executive session.



           12               We'll start with the Comptroller's Office



           13   executive session.



           14               (Recess taken.)



           15               MR. GANTZ:  This is a quick manager update



           16   on Victory Capital.  Victory Capital is a convertible



           17   bond manager for the Teachers' Retirement System and the



           18   pension fund.  We've removed them from the watch list.



           19   We placed Victory Capital originally on the watch list



           20   back approximately in March.



           21               The reason we placed them on the watch list



           22   was because of the sale of the business.  They were



           23   previously owned by Key Bank and were sold by a private



           24   equity firm called Crestview.  We placed them on the



           25   watch list not because we were concerned about the
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            1   transaction; in fact, we felt that that was a good



            2   result, because under Key Bank the key employees



            3   portfolio managers and other key employees had no equity



            4   stake in the firm.



            5               In the Crestview deal, Crestview will own 60



            6   percent, and the employees, including portfolio managers



            7   and important talented decision makers, will have up to



            8   a 40 percent stake in the firm, invested over four



            9   years.



           10               The reason we placed them on the watch list,



           11   even because this is good news, is because it's still a



           12   transaction, there's still uncertainty.  We want to see



           13   how things would shake out if there were changes made by



           14   Crestview in the style, if there were exits of talent,



           15   or any strategy changes.



           16               There have been none, no changes, no people



           17   leaving, and other than equity being owned by the



           18   principals, the people managing our portfolio, which we



           19   see as a good thing.  The only thing left remaining is



           20   the fact that they're still owned by a private equity



           21   firm and there will be a transaction as we told you at



           22   some point in March, probably in the next five years, as



           23   the private equity firm looks to grow business.



           24               We've had several in-person meetings and



           25   phone calls with the CEO of Victory.  Their plans -- by
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            1   the way, we spoke to Crestview.  I looked at your



            2   portfolio.  I don't believe Crestview is a fund that you



            3   guys own.  I didn't see it listed here, but we do have



            4   it in other systems, so I did talk to the folks at



            5   Crestview.



            6               And while they were able to provide some



            7   material non-public information about what they are



            8   doing, so I can't tell you about some of the things, I



            9   can tell you that the plan, which was corroborated by



           10   the CEO of Victory, is to grow the business through



           11   acquisitions.  And that will be funded by a likely small



           12   debt issuance, probably second half of the year.  We see



           13   that, and they have several teams of portfolio



           14   management that they were talking to to help grow the



           15   business.



           16               Obviously this is to help grow the business



           17   to make it more valuable for an ultimate sale.  We don't



           18   know when that will happen, and obviously it doesn't



           19   make sense to put a firm on the watch list for the next



           20   five years.



           21               So we will be monitoring the firm at this



           22   point.  Nothing's changed in the way they manage the



           23   portfolio, nobody has left, and nothing has changed in



           24   the reporting structures, as well.  So we removed them



           25   from the watch list.
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            1               CHAIRPERSON AARONSON:  Any questions?



            2               Thank you for the update, Martin.



            3               Next item?



            4               MR. McTIGUE:  Our next item, Mr. Chairman,



            5   in executive session, is a presentation from a real



            6   estate and investment opportunity we bring you today.



            7   So I will turn it over to Janet.



            8               (The Townsend and Courtland people entered



            9   the room.)



           10               MS. LONDONO-VALLE:  If you turn to page 122,



           11   that's where our presentation begins.  We're bringing



           12   you an opportunity to make an investment in a really



           13   solid value manager.  DRA is raising Fund VIII, which is



           14   a $1.25 billion fund.  It is their ninth fund in a



           15   series of value add funds.



           16               This manager is one that we have been



           17   tracking for some time, and we missed an opportunity to



           18   invest in their last fund because they have such a high



           19   repeat investor base.



           20               They are targeting a 15 to 18 percent growth



           21   IRR and a 12 to 15 percent net IRR over a three to seven



           22   year hold.



           23               DRA is a real estate investment firm that



           24   was originally formed as Dreyfus Realty Advisors in 1986



           25   but was taken private in 1994 by its partners.  They are
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            1   headquartered in New York, with offices in Miami and San



            2   Francisco.



            3               As of June 30, they managed 700 assets



            4   valued at $10.9 billion.  Some of the reasons why we



            5   like them are their consistent returns using the same



            6   strategy, the market opportunity and the management



            7   team.



            8               The employ a value add strategy that has a



            9   potential for an upside using active management.  Over



           10   their 18 year history they have generated stable returns



           11   for their investors.  They've invested $19 billion



           12   across eight funds in over a thousand properties, and



           13   they realized a gross 19.5 percent.



           14               Most of funds have been ranked as top



           15   quartile by both consultants.  DRA is a middle market



           16   player, whose strength is really seeking opportunities



           17   in second tier cities that are typically overlooked by



           18   big players like Brookfield.



           19               They have been at the table as banks, as



           20   well as been involved with public REITs, where they



           21   joint ventured or outright purchased portfolios.



           22               For the banks they've actually been able to



           23   resolve balance sheet issues, where for the REITs



           24   they've actually been able to take out money for the



           25   companies that want to rejig their portfolio or they
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            1   have changed their strategy.



            2               The management team is a cohesive group,



            3   they've been together for a long time, a minimum of nine



            4   years, but five of them have been together over 20 years



            5   dating back to their Dreyfus years.  They have grown to



            6   76 individuals, including 68 investment professionals



            7   and 14 partners.



            8               DRA will be investing $17 million alongside



            9   the LPs.  And during the investment period they will be



           10   charging 90 basis points on gross assets.  Thereafter it



           11   will scale down to 60 basis points.



           12               There is no catch-up, so after you get 100



           13   percent of the contributions across an 8 percent prep,



           14   there will be an 80/20 split in your favor.



           15               And now I will turn it over to Steve and



           16   Steve, who will add comments.



           17               MR. NOVICK:  Good morning and happy



           18   holidays.  From DRA's, Courtland's clients have invested



           19   with them since the 90s, a long track record.  In the



           20   most current fund you're being asked to consider, it



           21   will have approximately, if you invest, half a billion



           22   dollars worth of client money going into their fund.



           23               It's been one of our favorite managers for a



           24   long time.  The reasons are what Janet laid out, the



           25   consistency of the staff.  David Luski who'll be coming
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            1   in here is one of the best investors in the business.



            2   Very consistent strategy.  Their track record is



            3   extremely good, the first or second quartile.



            4               Their one fund that they had a problem with



            5   was a mid 2000 vintage fund, and they're still



            6   projecting a target of 5 percent net, and that is the



            7   worst performing of all their funds.



            8               From the standpoint of their geographic



            9   focus, as Janet said, they're more middle market.  They



           10   do do things in New York, and you will hear from them



           11   directly about their track record in New York.  You can



           12   certainly ask anything on that.  They'll give you the



           13   history on that, pretty significant.



           14               They do portfolio deals, they do individual



           15   deals, they do it through a joint venture, mainly a



           16   joint venture structure, which in their case we like



           17   because of who the partners have been.



           18               Not much more to add there.  A very



           19   consistent track record, very good organization.  We



           20   strongly recommend you go forward.



           21               MR. BURNS:  I concur with the comments of



           22   Janet.  There's always a home for a strategy like this,



           23   I think, in domestic U.S. pension funds' portfolios.  I



           24   consider it to be like a vanilla value, built on cash



           25   flow, very conservative.
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            1               The only risk that presents itself I think



            2   is they move a little into obviously not the gateway



            3   markets, outside Chicago and Houston and the Florida



            4   markets, so a little bit different that way.



            5               But I was looking through a list of the



            6   recent investments we made with you, Brookfield, Hudson,



            7   Lone Star, all very good longstanding managers, long



            8   track record.  That's what you like about people like



            9   this, they've been around since '86, over a thousand



           10   properties purchased.  There's a 19 and a half percent



           11   return on the realized properties.



           12               The team itself is 14 partners been together



           13   for at least for 17 years.  This is kind of what you



           14   look, it's definitely a top shelf type investment, top



           15   team, and I encourage you to support it.



           16               MS.  MARCH:  The 90 basis points, is that



           17   invested --



           18               MR. NOVICK:  It's on invested, gross value



           19   on invested.



           20               CHAIRPERSON AARONSON:  How much are you



           21   recommending?



           22               MS. LONDONO-VALLE:  $50 million.



           23               (The DRA people entered the room.)



           24               MS. TULLY:  Thank you for having us.  I'm



           25   Diana Tully, a partner with DRA Advisors.  I'm with
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            1   David Luski, a co-funder and president of the firm.



            2               Thank you for having us and considering an



            3   investment in DRA Fund VIII.  I'll start with a brief



            4   overview of the company, and then David will talk about



            5   our investment strategy.



            6               CHAIRPERSON AARONSON:  Will you tell us what



            7   DRA stands for?



            8               MS. TULLY:  DRA was founded 27 years ago



            9   originally as a subsidiary of the Dreyfus Corporation.



           10   So the DRA is Dreyfus Realty Advisors.  And about twenty



           11   years ago the partners took the company private when



           12   Dreyfus was merging with Mellon Bank, but we retained



           13   DRA as our name becaue we were known by it at the time.



           14   But we don't have any more relationship with Dreyfus.



           15               The company has been privately owned ever



           16   since then.  And we've been really on a steady growth.



           17   We have $11 billion in assets under management, 76



           18   employees, including 14 partners.  We've always been



           19   headquartered here in New York City.



           20               And as you'll see today, we have a very deep



           21   track record.  We've made over $20 billion in



           22   acquisitions since inception, and those are all across



           23   the United States and in the four major property types



           24   in real estate.



           25               DRA is a very focused business strategy,
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            1   which is different from some other firms that you talk



            2   to.  We only invest in value added and we only invest on



            3   behalf of our growth income fund.  We only have one fund



            4   at a time.  The current fund we are raising is DRA



            5   Growth Income Fund VIII, and we expect to be about a



            6   billion 35 in capital commitments.



            7               We're very fortunate in having a



            8   longstanding group of investors across the spectrum of



            9   institutional investors here in the U.S.  Many of them



           10   have been with us more than ten years, up even to twenty



           11   years.



           12               If you turn to page 2, I wanted to quickly



           13   summarize for you what we consider DRA competitive



           14   advantages.  Then David will go into some of them in



           15   more detail.



           16               The first is our organizational stability,



           17   and that really starts at the top.  We have an



           18   experienced and cohesive management team led by one of



           19   our original founders.



           20               Secondly, we have a highly disciplined



           21   acquisition approach, and that's based on a just a few



           22   key tenets that we not only talk about for markets



           23   purposes but that we truly abide by, that David will



           24   discuss.



           25               We're real estate operators at heart and are
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            1   extensively involved in managing our portfolio and



            2   creating value at the asset level.  And then that also



            3   is married with a lot of capital markets experience.



            4   And that enables us to execute complicated transactions



            5   and really provide a strong platform for sourcing deals



            6   and for adding value.



            7               And really the sum of all that is that we've



            8   had extremely consistent investment performance across



            9   multiple market cycles, which we will show you.



           10               On page 3, to quickly talk about our



           11   organization, a few of the key statistics.  We have 14



           12   partners who are our investment committee, and those



           13   partners average 17 years of tenure at DRA.  That



           14   proabably makes us one of the most stable firms in the



           15   industry.



           16               Secondly, nearly 50 percent of our company



           17   has been with us for ten years or more.  At the same



           18   time, we are always seeking new talent and experienced



           19   people to help us at the property level.  You may see we



           20   have some people on our org chart that have been with us



           21   only a year or two, and that's primarily in situations



           22   where we have hired very seasoned asset managers who are



           23   bringing a lot of experience to the table.



           24               Our asset management team has over 20 years



           25   in average industry experience, and that really benefits
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            1   us at the property level.



            2               Then finally, over 50 percent of our



            3   non-partners participate in our incentive plans.  That



            4   creates a real alignment with our investors.  And also



            5   we've given a large cross section of our company the



            6   ability to benefit when our funds perform.



            7               So now I'll turn it over to David on page 4.



            8               MR. LUSKI:  Thanks, Diana.



            9               As a value added manager, there are two



           10   things that are very key to us and we've been doing for



           11   25 years.  The most important is the protection of the



           12   capital.  When you give us your money we take it to



           13   heart.  One of the ways we differentiated our strategy



           14   is, we do a lot of investing with strong cash flow



           15   returns.



           16               So more than 60 percent of the total return



           17   typically comes from income oriented properties, and we



           18   do quarterly distributions.  So our customers are very



           19   happy getting a steady quarterly dividend along the way.



           20   You don't have to take as much risk to get to the total



           21   return at the end of the day.



           22               We also seek to buy assets that are below



           23   replacement cost, so that we have a competitive



           24   advantage to the properties that we're competing in



           25   whatever the markets will be.  I'll give you an example
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            1   in a couple pages on World-Wide Plaza, an investment we



            2   did here in New York where we were able to buy it below



            3   replacement cost and fill up the building in a very



            4   competitive time.



            5               There's a lot of the downside underwriting



            6   that we've looked at.  We're always looking at what can



            7   go wrong did the investment so we can protect against



            8   that.  So over these 25 years we've been able to avoid



            9   kind of the downside returns that may come in the



           10   marketplace.



           11               And one way to do that is really to



           12   diversify the portfolio.  As you will see on the right,



           13   not only by product type, as Diana mentioned, but also



           14   by geography.  As there are changes in the market and



           15   changes in different economies, we are able to try to



           16   not pull all our dollars at any particular risk in the



           17   portfolio.



           18               We do a lot of asset management value



           19   creation, and what are those?  They typically come from



           20   operational play.  We're able to buy investments and



           21   make the expenses more efficient, look for new sources



           22   of income at the property, take space and reconfigure it



           23   by breaking up space to maximize the value.



           24               I think finally we need investments that are



           25   competitive butt also flexible so that we can change the
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            1   capital markets that are around us.  We cannot control



            2   the economy, but as we see certain factors coming into



            3   play, we may accelerate.  Even though we're underwriting



            4   a five to ten year investment, if the market is hot we



            5   may sell or refinance earlier and pull some of our



            6   capital out and return it back to our clients.



            7               We also do a lot, in our industry a lot of



            8   the market is gone into the public RTs.  We capitalize a



            9   lot of arbitrage between selling public and private.  So



           10   we'll give you a few examples of that in the next couple



           11   of pages.



           12               As you've heard, the transaction volume in



           13   the market is probably up 30 percent from last year.



           14   The fundamentals continue to improve.  Occupancies are



           15   improving, rental rates are starting to increase and



           16   stabilize.  And so that goes into a healthy underwriting



           17   as far as how we look at it.



           18               Our deal flow is very robust.  In any



           19   particular year it may change.  In 2012 we bought three



           20   or four large portfolios and several smaller individual



           21   assets.  In 2013, the larger portfolios were not as



           22   abundant, so we bought almost 18 deals to date for about



           23   $1.1 billion.



           24               We're looking both at single assets as well



           25   as portfolios because we're not sure where we're going
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            1   to get the best pricing in the marketplace.



            2               Another way we differentiate our strategy is



            3   that we do a lot of joint ventures with operating



            4   partners.  When we are in the joint venture, we are



            5   always the managing general partner in control, but we



            6   look to bring on talented individuals in different parts



            7   of the country, whether Austin or New York or



            8   California, where they can bring the management leasing



            9   and redevelopment expertise on the ground.



           10               At the bottom of the chart it shows the deal



           11   flow activity on the acquisition side.  And obviously in



           12   2012 and 2013 as the economy is starting to pick up



           13   again, we have found more opportunities because there's



           14   been more transaction flow in the market.



           15               On page 6, this is the 2013 acquisition year



           16   to date.  We wanted to show you everything instead of



           17   giving you a highlight, to only real speak to a few



           18   things.  It's diversified by product type.  It's



           19   diversified by geography.  In Chicago, in Houston, in



           20   the southeast.



           21               We're looking for opportunities in the



           22   assets that typically are $25 million to $100 million in



           23   size.  And every once in a while we find a portfolio



           24   which is number 14, where we bought about 2 million



           25   square feet in Austin, Texas; recently.
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            1               If you look at the far right, two things



            2   that distinguish our return --



            3               CHAIRPERSON AARONSON:  Excuse me.  In the



            4   market here, there's nothing in New York.



            5               MR. LUSKI:  You beat me to it, Mel.  On page



            6   7 I will speak to our involvement in New York.  Can I



            7   hold you for one second?



            8               Two more points on page 6.  Double digit



            9   cash returns, which I think are really important and



           10   distinguish our firm.  We're earning 10 percent cash on



           11   cash which is very strong, and we're shooting for total



           12   returns that are generating about a 17 percent return



           13   without taking an exorbitant risk.



           14               Now I'll switch to page 7, to answer your



           15   question.  Our exposure in the New York markets has



           16   historically involved office and retail products.  We



           17   made $1.9 billion of investments in New York City and



           18   New York State, including the Daily News building which



           19   we own and where we have our offices today on 42nd



           20   Street.



           21               We no longer own the building.  We bought



           22   it, stabilized it, leased it, and sold it to SL Green.



           23   The one investment we have today, our latest investment



           24   in New York City is World-Wide Plaza, where we bought a



           25   1.9 million square foot building in July of 2009 when
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            1   the market was a pretty scary place to be, and we were



            2   able to come in and take advantage of a situation where



            3   a bank foreclosed on a property.  We were able to buy it



            4   below replacement cost.  This is an asset that's been 95



            5   percent leased for 20 years and all of a sudden was down



            6   to 60 percent.



            7               All of a sudden the value added the ability



            8   to step in at a difficult time, we came in and bought



            9   the building at about $310 a square foot, with the



           10   strategy that over the next four to five years we could



           11   stabilize it and reintroduce it to the market.



           12               So to roll the story forward, four years



           13   later we've leased 950,000 square feet, we brought in



           14   Nomura to put in their North American headquarters for



           15   800,000 square feet on a twenty year lease.  So we



           16   created a lot of the value that we expected to in this



           17   time period.



           18               So earlier this year we completed a



           19   refinancing of the building for $875 million with both



           20   Deutsche Bank and Bank of America for ten years.  And



           21   then we sold recently last month about 49 percent



           22   interest.



           23               And the reason that's a good example is, we



           24   buy the asset, create the value, and it's still a great



           25   value.  We can hold it but we wanted to return the
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            1   capital back to our investors, so we only sold 49



            2   percent.  We generated almost a 1.6 multiple and still



            3   have a tremendous upside in the building.  And so we



            4   have probably projected here close to a 30 percent



            5   return in a three times multiple.



            6               So yes, we like New York, we like to invest



            7   in it, we've owned retail on Long Island.  We recently



            8   were bidding a deal in Albany that we lost the bid on.



            9   But we look at New York like other markets.  If the



           10   opportunity is there for value added, we'll definitely



           11   come into the space.



           12               CHAIRPERSON AARONSON:  I know you do



           13   residential investment, too.  Have you thought about



           14   residential Work Force Housing investment in New York



           15   City?



           16               MR. LUSKI:  We wold look at it.  We did one



           17   residential deal back a couple of cycles, on 80th and



           18   Third, a warehouse, Morgan's warehouse, that had gone



           19   out of business.  We converted the warehouse to retail



           20   on the first floor and 400 apartments above it.



           21               And so in certain times of the cycle we can



           22   try.  Today, to be honest with you, as a value added



           23   manager it's hard to compete at the yields that are



           24   being offered for residential in this market.



           25               So today we own about 40,000 units of
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            1   residential, but it's more throughout the country and



            2   it's more the bread and butter kind of Work Force



            3   Housing.  But it's something we definitely would



            4   consider.



            5               CHAIRPERSON AARONSON:  Do you have in any of



            6   the properties that you own at this time, David, any



            7   labor related problems?



            8               MR. LUSKI:  We do not.



            9               MS. TULLY:  We don't.  We understand your



           10   responsible contractor policy and are very committed to



           11   those principles.  I think DRA's history as a firm,



           12   those are our values, and are fairly compensating our



           13   employees.  We utilize property management firms at the



           14   asset level, and our team works with those firms to



           15   insure proper standards and procedures.



           16               MR. LUSKI:  Page 8 we'll roll into the



           17   performance.



           18               MS. TULLY:  Page 8 listing of all of DRA's



           19   commingled funds since inception, those are all



           20   highlighted in grey.  And beneath those you can see some



           21   of the funds we have done co-investments, and those have



           22   been typically offered for diversification purposes if a



           23   single deal was too large for any given fund.



           24               If you look back now through Fund III, are



           25   fully realized, and actually Fund IV we're showing 95
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            1   percent realized, it only has one asset remaining.  You



            2   can see the realized IRRs and multiples, net multiples



            3   on those funds.



            4               Funds 5, 6 and 7 are funds that we are



            5   currently operating.  And you can also see the projected



            6   returns on those funds.



            7               I think what shows here is that, despite



            8   changes in the market and the vintages of these funds,



            9   because of our insistence on cash flow we've been able



           10   to really operate and deliver consistent returns across



           11   multiple cycles.



           12               Even our most challenging fund, Fund V,



           13   which many other funds in the 2005 era suffered massive



           14   losses, we are projecting a 5 percent net IRR and a 1.5



           15   percent times net multiple to investors.



           16               Just to hit upon Fund VIII, which you are



           17   considering an investment in, we launched it earlier



           18   this year.  We have a billion dollars target and a $1.35



           19   billion hard cap.  We expect to reach our hard cap and



           20   have the final closing for the fund in early 2014.



           21               We've been able to achieve this quick fund



           22   raise and reaching our hard cap primarily because we



           23   will have 85 percent of the fund come from our existing



           24   clients and our existing relationships that have been



           25   very loyal to us.
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            1               The fund is completely a continuation of the



            2   investment strategies and objectives we've been



            3   operating under for many, many years.



            4               In terms of our fund terms, they are very



            5   much in line with the best practices of the industry.



            6   The DRA partners have increased our co-investment in the



            7   fund.



            8               We don't charge fees on committed capital,



            9   only as the investments are made.  And our incentive



           10   structure is very favorable in that we only share the



           11   profits above the hurdle.  So we don't have a catch up



           12   and it's dilutive to our investors' net returns.



           13               So, just to wrap it up, by investing with



           14   DRA you're getting an experienced and stable management



           15   team.  We are aligned with our investors, not only



           16   through the fund structure but because we own the firm



           17   and founded this firm and believe in it.



           18               We have a long term track record of



           19   executing this strategy, which is really designed to



           20   provide you with strong cash flow and also benefit from



           21   capital appreciation.  We want to have our cake and eat



           22   it too, essentially.



           23               We are very well positioned to take



           24   advantage of the wide opportunities in the market today,



           25   and those will be primarily by leveraging our
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            1   relationships and our experience and also creating value



            2   at the asset level.



            3               CHAIRPERSON AARONSON:  May I ask about,



            4   especially Fund VII.  Does that mean that you have to



            5   raise another $100 million for that?



            6               MS. TULLY:  It means we have another $100



            7   million we are finishing up spending now before we start



            8   spending for Fund VIII.



            9               MR. LUSKI:  It's already raised.  Probably



           10   over the next 60 days that money will be committed, and



           11   that's why we raised Fund VIII to continue to roll into



           12   the next acquisition, which will start the first quarter



           13   of 2014.



           14               CHAIRPERSON AARONSON:  Other questions?



           15               MS. BEYER:  Your organization chart, you



           16   highlighted the non-partner professionals participating



           17   in the incentive plans.  I just noted you've got a



           18   number of people with 18, 16, 13, who are not



           19   participating.  I was just curious why.



           20               MS. TULLY:  Typically we have our key



           21   professionals who are participating in the plan.  The



           22   administration staff is administrative assistants that



           23   get attractive bonuses, but they are not participating



           24   in the management of the assets.  And so it's a



           25   different type of compensation.
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            1               MS. BEYER:  Thank you.



            2               CHAIRPERSON AARONSON:  Seeing no other



            3   questions, thank you very much.



            4               MS. MARCH:  Thank you.



            5               MR. LUSKI:  Thank you.



            6               (The DRA people left the room.)



            7               MS. EGLOW-SUSSMAN:  One more point that was



            8   raised at the end about the fees and the timing of the



            9   new fund.  The good news here is that you pay on



           10   invested.  So even though we'll be committing --



           11               And the other development which I wanted to



           12   raise is, as they told you, they have an 80 plus, 85



           13   percent re-up rate.  When we've been tracking DRA for



           14   several years we couldn't get in in the prior fund.



           15   When we made this first phone call they said we could



           16   have 50.  They have now in the last 48 hours offered us



           17   an incremental 25, if that would be of interest,



           18   bringing the total to 75.



           19               So, I just wanted to throw that out there if



           20   you wanted to consider it.



           21               MS. NELSON:  I think the consultants support



           22   that.



           23               CHAIRPERSON AARONSON:  Do you guys recommend



           24   that we increase?



           25               MR. BURNS:  Yes.  You are 2.2 percent funded
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            1   right now, and 5.2 funded in committed.  Your target is



            2   6 percent, so you've got $400 million to go.  The



            3   domestic value fund will fit well and the larger



            4   commitment is certainly appropriate.



            5               MR. NOVICK:  We definitely support it.



            6               CHAIRPERSON AARONSON:  So then the



            7   recommendation is that we invest $75 million in DRA Fund



            8   VIII.



            9               Do we have consensus to do that?



           10               MR. McTIGUE:  You have consensus.



           11               MS.  MARCH:  Yes.



           12               MS.  LONDONO-VALLE:  Thank you.



           13               MR. BURNS:  Thank you.



           14               MR. NOVICK:  Thank you.



           15               CHAIRPERSON AARONSON:  Thank you.



           16               (The real estate consultants left the room.)



           17               MR. McTIGUE:  Mr. Chairman?



           18               CHAIRPERSON AARONSON:  Yes.



           19               MR. McTIGUE:  One quick thing from BAM.



           20   We'd like to wish our colleague Liz Caldas well.  This



           21   is her last meeting with the Teachers, and we wish her



           22   all the best.



           23               CHAIRPERSON AARONSON:  I knew that you were



           24   leaving, but can you tell everybody else where you're



           25   going?
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            1               MS. CALDAS:  Thank you.  After almost seven



            2   years of serving you all and serving the Teachers, which



            3   has really been an honor, most importantly getting to



            4   know the three of you and everyone else in this room.



            5   But the three of you, I do have to say with every



            6   sincerity I have in my fiber, your integrity is solid as



            7   gold and you do not know how much I appreciate that.  It



            8   will be eternal.  I will start crying.



            9               CHAIRPERSON AARONSON:  Tell us where you are



           10   going.



           11               MS. CALDAS:  I am headed over to the United



           12   Nations.  I will be part of their alternative team which



           13   I'm really excited about.  I start January 6.



           14               CHAIRPERSON AARONSON:  We wish you all the



           15   best, Liz.  We thank you.



           16               MS. MARCH:  I'm glad to hear you will be in



           17   our city.



           18               MR. GILLER:  In the U.N. building?



           19               MS. CALDAS:  No.  I took the medical exam



           20   there, but it's close by.  I'll still be in the city.



           21   It's been an honor to be part of the Larry world and



           22   having Thad at our side and the new team and the old



           23   team, everyone, the stars were aligned.



           24               MS. MARCH:  Thank you for everything.



           25               MS. CALDAS:  Thank you.
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            1               CHAIRPERSON AARONSON:  We wish you the best.



            2               MR. McTIGUE:  That concludes the QPP



            3   executive agenda.  I'll turn it over to Robin.



            4               MS. PELLISH:  We have a few manager updates



            5   for the executive session on the Passport funds.



            6               Mike?



            7               MR. FULVIO:  We have a few updates.  The



            8   first is an ongoing effort to find opportunities to seek



            9   out fee savings where possible, and with the assets in



           10   the socially responsive funds now over $57 million, it



           11   sounds like there might be an opportunity to move that



           12   to a separate account from our mutual fund, which would



           13   result in fee savings.



           14               So the staff are still looking into that,



           15   having substitutions with Neuberger.  We'll keep you



           16   posted.



           17               The other two updates, actually both go back



           18   to the October meeting.  At the October meeting you



           19   might recall having approved mandates for New South All



           20   Cap Value Strategy, and Diamond Hill Large Cap Value



           21   Strategy.



           22               So, NewSouth, you might recall the hiring of



           23   NewSouth was contingent upon Rocaton formalizing its



           24   rating on the strategy, and we wanted to let you know



           25   that in November that buy rating was formalized.  So
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            1   there were no issues there and we suggest you continue



            2   to move forward with them.



            3               Diamond Hill, there was an organizational



            4   announcement.  It was expected to come down at some



            5   point, we were expecting this.  They announced that they



            6   have promoted from within to fill the role of president.



            7   They promoted a gentleman named Chris Bingleman to work



            8   with the CEO, Rick Dillon.  And they'll work together to



            9   manage the business.



           10               As I mentioned, it was expected and we were



           11   happy to see that the person who they selected was still



           12   involved on the investment team.  It won't impact your



           13   portfolio as he's part of a multi-person research



           14   effort.  We wanted to relay that to the board.



           15               CHAIRPERSON AARONSON:  Thank you.



           16               MS. PELLISH:  That concludes our comments.



           17               CHAIRPERSON AARONSON:  If there's no further



           18   business in front of us in executive session, is there a



           19   motion to leave executive session and go back into



           20   public session?



           21               MS. MARCH:  So moved.



           22               CHAIRPERSON AARONSON:  Is there a second.



           23               MS. BEYER:  I had a question.  I wanted to



           24   know if we can get an update on the custody switch?  Is



           25   it going smoothly?
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            1               That's my operations background.  I know how



            2   many things can go wrong.



            3               MR. JETER:  It's actually going smoothly.



            4   The banks, as of November 18, all assets had been moved,



            5   non-U.S.  State Street is now reconciling the October



            6   month balances with Bank of New York to confirm the



            7   assets are received and are properly accounted for in



            8   their records.



            9               There is a full accounting reconciliation



           10   going on.  There's been no -- there's been bumps along



           11   the way, they get reconciled each day, but there's been



           12   no major catastrophes.



           13               MS. BEYER:  It's where I grew up, in the



           14   vaults.  Thank you.



           15               I have one other question.  I heard Martin



           16   talk about the rebalancing on the fixed income and how



           17   it was a good move that you made; and also that you



           18   rebalanced a little on the equity, which seemed to be a



           19   good move.



           20               MR. GANTZ:  It's the same rebalance.  The



           21   sale of the equity piece went to fund the investment



           22   grade credit of the Core+5, which reduced underweight of



           23   the Core+5 and reduced the overweight of the U.S.



           24   Equity.



           25               MS. BEYER:  So next meeting BAM will see
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            1   probably, slightly --



            2               MS. HINGORANI:  Within the ranges.



            3               MR. GANTZ:  Unless the equity markets go



            4   crazy.



            5               (Laughter.)



            6               MS. BEYER:  We're not going to bother about



            7   that problem right now.



            8               My last question was on the -- I tried to



            9   take in all this wonderful reporting you provide us.



           10   The management effect and allocation effect and all of



           11   that, in the context of history, are you concerned when



           12   it's 60, a harmful effect, the management effect on a



           13   three year rolling, minus 60 basis points?



           14               Is that relative to anything, of no concern,



           15   of some concern?



           16               MS. HINGORANI:  Within the equity portfolio



           17   we made a lot of changes in the last three years.  We



           18   think they're positive changes for the portfolio.



           19               We've done a number of different searches,



           20   terminated a number of underperforming managers.  So it



           21   takes time for the numbers to start to show up.  But



           22   that's what's going on in equities.



           23               MR. GANTZ:  If you turn to page 17 in the



           24   quarterly report, we discussed this, if not last month,



           25   the month before, probably in September when we did the
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            1   last quarterly report.



            2               The number that clearly jumps off the page



            3   that triggers that negative number that you're referring



            4   to is the negative number from private equity.  It's the



            5   underperformance in private equity that drives it.



            6               MS. BEYER:  I wanted to confirm.



            7               MR. GANTZ:  A lot of the older funds that



            8   are underperforming, the newer funds that have been



            9   selected and approved of in the last few years, we hope



           10   and expect will overcome that.  It does take time.



           11               MS. BEYER:  Thank you very much.



           12               MS. MARCH:  As long as we're expressing



           13   concern, let me express my concern.  It's almost January



           14   2014.  It might be time again for those people out on



           15   the street to do a number again on the market.  That's



           16   my concern.  And I don't know how we control that,



           17   because we controlled everything very well in the



           18   retirement systems.  It's just that we have not yet been



           19   able to control the individuals out there who are making



           20   all the money.



           21               CHAIRPERSON AARONSON:  Thank you for your



           22   comments.



           23               (Laughter.)



           24               Very well taken.



           25               Any other business?
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            1               I think we got as far as a second on the



            2   motion --



            3               (Laughter.)



            4               We're ready for a vote.



            5               All those in favor of leaving executive



            6   session say "Aye."



            7               (A chorus of "Ayes.")



            8               They ayes have it.



            9               We're now out of executive session.



           10               MS. BEYER:  I'd like to recommend a



           11   documentary, "Money for Nothing," I saw a screening at



           12   the Museum of American Finance.  It's right up your



           13   alley.  It's a history of the Federal Reserve.  It talks



           14   about bubbles over a 100 year history.  It's quite



           15   interesting and educational.  I think everybody might



           16   find -- it came out in September, a documentary.



           17               CHAIRPERSON AARONSON:  Thank you.



           18               We're now out of executive session.



           19               Susan, give us a rundown of what was done.



           20               MS. STANG:  In executive session of the



           21   pension fund a manager update was presented.



           22               A presentation on a real estate investment



           23   was reviewed and discussed.  A consensus was reached,



           24   which will be announced at the appropriate time.



           25               In executive session of the variable fund
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            1   three manager updates were presented.



            2               CHAIRPERSON AARONSON:  Thank you.



            3               Does anybody have any other business they



            4   would like to bring before the board?



            5               I would like to say this is the last meeting



            6   of the investment committee before the holidays.  All



            7   the members of the committee, and all the staff that



            8   does such a great job of protecting the financial future



            9   of teachers in New York City, I want to thank you all



           10   and wish everybody -- it's not politically correct --



           11   but I wish everybody Merry Christmas and a Happy New



           12   Year, Happy Chanukah, Happy Kwanzaa; and I think I



           13   covered the bases.



           14               (Laughter.)



           15               MR. GANTZ:  Chanukah gelt is in here.



           16               (Indicating folder.)



           17               CHAIRPERSON AARONSON:  Motion to adjourn?



           18               MS. MARCH:  Motion.



           19               MS. BEYER:  Second.



           20               CHAIRPERSON AARONSON:  Discussion?



           21               All those in favor?



           22               (A chorus of "Ayes.")



           23               We're adjourned.



           24               (Time noted:  11:30 a.m.)



           25
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